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Do thc«e auggevtlons an government and company taatatton

forest policy square with the points made in Chapter I? The

renewable nature of the forests is recognized and full advantage

tnineise is taken* if indirectly, by the promotion of good manage-

ment. Present rigidities and friction in stumpage charges are

removed and more Hcadble alternatives are provided. The es-

sential and integral role of tiie industries based on d&e forests

receives full recognition. Furthermore, if such policies were

followed, more harmonious and stable relationships would prob-

ably ensue between the industry mad government - relationships

which should lead to naore stable tax policies. Of greater im-

portance in the suggestions is the incentive they would give to

industry to enter into full partnership with the government aad

the people in operating the forests for the optimum sustained

yield of forest products.

FINIS
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«sp«€t Uie gov€nuxieiit*t tax iastmxnent to be doll and inexpertly

baadlcd.

As mentioned in Chapter m, there is some doubt today

when forest executivea speak of a lack of funds for investment,

whether they mean investment in the forests or in plant facilitiet.

At the present stage when the forests require such large amounts

to be spent upon their rehabilitation, unmistakable examples of

company investment in the future forests (possibly at the expense

of some short-run commercial advantage to be derived from new

plant), would do much to underline the many statements that men

in industry make concerning their support of sustained yield

forestry.

There is one more aspect of company policy concerning

taxation. Where non-contractual costs or rewards ior uninsur-

able risks are l>eing taxed, the forest industry should endeavour

to reduce such costs to a minimum and convert them to contractual

costs. As such they will be deductible from taxable income. If

the Provincial government does provide the forest industries

with full e<iaity in the future stands of timber on their limits,

then the incentive will exist to bring into existence adequate

forest fire insurance.

e e a e e

1. See pp. 44 and 45 above.



VI- 192

tfaftir favour. Jn this matter much has been accomplished aad

greater success may be expected as proper forest maaagemeat

plans are carried forward. Honest publicityoof such actions will

serve the dual purpose of gaining public approval and increasing

the public's own awareness of tbe problems that good forestry

poses. The essential part played by the forest industries in our

economy is still largely unrealised by the man in the strest.

And furtheroQore» persistent and concerted action by all com-

panies in presenting the true facts of their position to pertinent

government authorities would probably bear fruit where previous

claims have been unsuccessful because of a lack of organised

pressure.

To prove tbeir willingness to bear their fair share of the

tax burden, the forest industries should show a real desire to

provide the facts and figures of their business when it is neces-

sary to show that tan changes are in order. For it is only reason-

able that before legislative or administrative action can be taken

on the government's part, the authorities should be fully con-

versant with all iletails. This is a difficult proposition in the

complex structure of our present-day business economy, partic-

ularly if industry feels that the government is liable to take unfair

advantage of such important information. Tet there does seena to

be a need for greater trust and co-operation in the relationship

between government and industry in this field of finance. If

co-operation on industry's part is not forthcoming one can only

I

1
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taiaed yield of different forest crops. A nomiaal and reaeoa«

able value baaed upon an adequate appraisal of actual values

could be given the best sites in a forest region. The other

classes could then be given values based on their relative

productive capacities.

If the revenue yielded U> the Province by ground rents is

not sufficient, it is recommended that the Provincial authorities

consider raising the additional money by use of the income tax

•r a very moderate severeace tax based upon the quantity of

wood products cut. It is recognised that discussion of the in-

creased expenditures by the Province which are envisaged in

order to bring the Province's forests under proper management

falls largely outside the scope of this study. It seems reasonable

to suggest that these expenditure » be not limited to what revenues

the forests may directly yield. However if it prove necessary to

do so, then the use of a surtax on income of the forest industries

or a severence tax» clearly earmarked for such special use can

be justified.

#

forest Management Fund

This raises the point of the establishment by Ontario of

some sort of Forest Management Fund, somewhat along the lines

of the French Forest Improvement Fund. If mxch a fund were

set up it could be maintained by the specific taxes described above.

Its use could be publicised and the special taxes which support it
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the D«pt. of Lands and Forests? Will these alternatives help

to solve the forest tenure problems in Ontario? In answer to

these questions the following suggestions are made for further

study in theory and in practical detail.

To avoid the problems of pricing forest products from

Crown lands and to avoid equity problems in successive crops

of timber under nuanagemcnt, the abolition of stumpage is re-

conoxnended. On the^other hand, under the system of ground

rents presently in force, a clear definition of the tenure rights

which such rents should ccmvey would simplify tenure and equity

problems in timber from sustained yield management of Crown

lands. Licensees and agreement holders through payment of

ground rents would obtain f^ill title to all tinaber they grew on

leased or licensed land. Control of coxnpany management prac*

tices could be handled under the Crown Timber Act as it is pres<

ently constituted. The adjustment of rentals mig^t be made at

three or five-year intervals. Some difficulty is envisaged in

the actual establishment of the rental rates. However a system

based upon the site quality of the forest land could surely be

evolved. This need then have no direct bearing on the crops of

timber actually produced nor on their zxtarket values - values

which may be difficult to establish under present marketing

methods. The productive capacity of broad classes of forest

siUs could be found and ussd at the basic standard for rentals.

This standard would assume reasonable management for a sus«
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Tantion it one of the elements In the country** econ-

omic climate which governments can control. And with co-op-

eration between all level* of govenunaat it would be robbed of

macf capridouanesi and given clear form. Another clement per-

haps equally as important is government expenditure. References

in Chapter in above^ wiU indicate the close tie between expendi-

tures, taxation, aad forestry.

Stumpage aad Ground Rent

In the section dealing wi& stumpage hi Chapter III some

doubt was cast on it* efficacy as a means for raising Provincial

revenues. The ability of the Provincial auttioritiaa to continue

to price their forest product* in a fair and proper manner ia the

conditions of nu>dem business ^idiich grow evermore complex, has

been questioned. The posaibility of increasing present stumpage

rates sufficiently to yield the revenues necessary for increased

Provincial expenditure* on ioreetry, i* not great if the competi-

tive market positions of the forest industries are not to be en-

dangered. ^ Furthemnore, stumpage »pprai*al i* viewed a* an

improvement on previous method* of *tumpage evaluation only if

it i* an interim measure. It will not solve the Province's tenure

problems. Are there any alternative* to Ontario** continued

reliance on etumpage a* the main source of revenue for financing

1. See pp. 63,74, 83 to 85 and 93 to 95 above.

2. It is not meant to imply that stumpage evaluation ought to be
dependent on forestry expenditures. The author firmly believes

that if stumpage is to be retained, there should be no direct re-

lationship between the two.
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Scandinavian local income taxes ehould be studied. Many people

hare felt that each taxes are act good taxes for this country. But

If ntumicipal tax systems are to be diversified, the income tax

can prbahiy be adapted with success to local administration —
particularly as practice in public fiaaace has shown marked im-

provement since such taxes were repealed in 1936,

Succession Duties

Neither the federal nor Provincial succession duty acts

recognise trees as being a form of property which differs from

any other form* Trees normally iortn but a part of any property

in Canada. No treatment is given like that which taxpayers In

Britain receive under the British acts. There is naerit in the

British provision for evaluating the trees separately and lor pay«

aatnt of duties when the timber is cut. Furthermore, the cancel-

lation of all duties on such timber on the death of the legatee,

prior to a revaluation of the property, is a rational provision

which fairly recognines the true nature of the forest - that it is

the land's only crop and should b^ taxed only once. Incorporation

of similar provisions in the federal sad Ontario acts would ensure

that these statutes will in no way hinder the progress of forest

management in Ontario.

1. See p. 145 above.
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payer mmj redeem the Ux. He doe* this by paying ia a fum

equal to the tax*a capital value at some low percentage. ^ In

this maimer the taxes could die a natural death. ^

hMmd Tajcea

As auggeatcd above municipal and provincial property

taxes are likely to remain a part of their respective tax systems

for many years. As it is difficult for municipalities to change

independently the basis of valuation of forest lands, it is up

to the Province to nuUce the move towards e^raluations based

on the productive capacity of the forest soil. The Province has

hmth the necessary authority and the resources of money, know*

Isdgfe. and personnel. The county of Suidniry In New Brunswick

hmm made an interesting atten&pt to broadly classify lands for

tax purposes roughly according to site quality. Their experience

would probably be a valuable guide to changes that are possible

in Ontario. The author realiaes that nothing could be done in

this country on the scale of the Scandinavian land and inconie

taxes. Nor is it actually desirable to do so in this extensive

Province. But there is no real reason why some action should

not be taken xm>w tn improve our present unsatisfactory assess-

ment basis.

Adaptability lo local administ^ration has given the property

tax its prominence in municipal finance. The success of the

1. See p. 147 above.
2. These two taxes have

See die Foreword.
been suspended by the agreement.
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Tk« problems of depletion and deprociatioB discussed

above are ia msn^r respects special U> the forest industries.

However, there are other aspects of corporate income taication

iR^ich while general may have significance to the forest industries.

The carrying forward of losses aad the averagiaf of incomes are

examples. Another which is largely a problem in provincial tax-

ation is the allocation of income^ to its proper situs. As men-

tioned above, the Tax Rental Agreements between many of the

provinces and the federal govemntent have obviated this difficulty

in the agreeiaf provinces. It is doubtful whether the use of the

same aHocatioa formula throughout this country would result in

much change in provincial revenues. It is possible that Ontario

2
y enter a similar agreement with Ottawa. But until such

time, uniformity in allocation formulae and in other tax matters

would help to mininaise industry's troubles in making out its tax

returns. It would eiixninatc possibilities of discriminatory tax

differentials.

Provincial Corporation Taxes

The place -of-business tax in Ontario is one which really

has no place in the Provincial tax system. The isx on paid-up

capital also has Utile merit. If the Province hesitates to repeal

such nuisance levies, consideration should perhaps be given to

that practical feature of the British land tax by which the tax-

1, See pp. 54 to 56 above.

2. This agreement has been signed. Sec the Foreword.
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mitted in Sweden, might be a desirable innovation if adopted

in Canada. However it is unlikely that mch action would be

permitted in Canada until there is a general move by the federal

government to allow the carrying forward of loeaea and ^e averag-

ing of income over a two or three-year period. These are features

of Swedish and British income taxes.

The Ontario Income Tax.

As nsentioned above, ^ the Ontario government accepts com-

pany depreciatictt deductions made on the same basis a a provided

in the federal Income Tax Regulations. Whether the recent changes

adopted by Ottawa will be similarly adopted by Ontario, the author

cannot ascertain. It is to be hoped that the past uniformity of

action which has existed will be continued in this matter. As the

Provincial government is responsible for the inception of forest

n^anagement, it should be among the first to adapt its corporate

income tax to this change in forest policy.

As in the xxsatter of capital gains and the federal income tax.

ftm Provincial government is unlikely to take positive action to

define capital gains. However if the problem is one which inhibits

companies from progressing with their forest management plans,

thsA it is proper that Ontario should take the lead in giving a

definition to capital gains in order to prevent their taxaticm under

present legislation.
a e e a ^ *

1. Sec p. 122 above,

2. See p. 57 above.
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is the taxation of capital gains in timber which haa been held

for many years. Where limits are held iindar long-term

management from the Crown the problem will hardly arise

especially as the Provincial government prohibits speculation

in timber limits. It would seem that the problem is a minor

one in Ontario where such a targe percenUge of the forest is

administered by the Province.

The system of depletion allowancea provided in the

Swedish income tax mi|^t be adapted in part to Caaadian con-

ditiflAS. However the relactance of the federal govemnient

to define capital gains in the Income Tax Act wiU probably pre-

ciode such action. For unless a capital gaias tax is imiposed

in this country, it will always remain simpler and far wiser

strategically to define what is income and leave &e remainder

untaxed. The Success of the Bailey Amendment to the United

States internal Revenue Code hinges upon the fact that capital

gains must be defined as there is a capital gains tax under the

Code. And yet the treatment of depletion in the mining kndus-

try does seem to indicate that if necessary, special legislation

and administrative action can be taken te alleviate undue tax

burdens.

The carrying forward of depletion allowances as is per-

1. See p. 57 above.

2; See pp. 122 to 124 above.

3. See p. 150 above.
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received a rate of only 4 per cent and it was always doubtful

wbether any allowance whatever could be claimed for protection

roads and trails.
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These recent changes indicate that the federal departments

of Finance and National Revenue are becoming well aware of the

financia l probleios involved in the swing to sustained yield man-

agement. The changes are probably the most favourable that

could be expected under the circumstances. For under the 30

per cent rate allowed, three-quarters of the capital

be written off in four years.

expense may

This favourable trcatnacnt should reduce any company re-

luctance to axnbark on forest management, that arises as a re-

sult of income taxation. Less money now will have to remain

tied up in capital expenditures which will be subject to uninsur-

abl« risks of loss from fire or attack by insects and disease.

There will be less taxation of what R. Goode called '*imi>uted'*

2
costs.

Dspletiom Allowances . Depletion allowances under the Regula-

tione have not been altered along with the recent changes in

treatment of depreciation. It is difficult in an extensive study

such as this to ^BB9mB the real importance of the problem raised

1^ There were instances where such claims were disallowed

by the Department of National Keveaue.

2, See pp. 44 and 45 above.
m
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percentage of the initial capital coat, waa adopted for tax pur*

poaea to counterbalance the usual rapidly riaing nuUateuance

coata of any capital item aa it gro^ra older. That ia, larger

depreciation charges are allowed before maintenance coats

become heavy.

Recent clMMges in this part of the Kegulsdions dealing with

allowancea for capital coata, have favoured the forest Industries.

Two optional treatments of these costs have been provided. Prior

to the changes, property which would have no use in cutting or

extracting timber after a limit wna cut over (e. g. campa, haul

roada, tnrchawiral equipment), had uaually to be depreciated on

a straight-line basis over \hm life of a limit; tiiat ia, depreciation

aUowancea were granted at a rate per unit of wood cut, based on

the inventory of the limit. Today this method may still be fol-

lowed but an alternative is provided. Such property may also

be depreciated at a rate of 30 per cent annually on the dimintah-

ing balance basis. However the taxpayer having chosen ^^lich

method he will use for an item of (his nature, may not later de-

preciate it by the alternative method.

»

Another favourable amendment to the Regulations provides

that forest managenient expenses of a capital nature (such as

acceas roads and traila for protection purpoaes) may be depre-

1. Previous to this change some mechanical equipment waa
depreciated for tax purposes at a rate of 20 per cent.
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•trument to foster good forest managexneat. In the adxniiiistra-

tion of the Caaadlaii Income Tax Act there have recently been

made aome very progreaslve and advantageous changes -

changes aimed at adapting the Tax Regulations to the movement

of the forest industries towards proper forest management.

Forest Management Expenies . Forest management expenses

such as salaries for foresters* and protection and reforestation

costs* generally receive treatment as current expenses, deduct-

ihle from htconM in the year ia which they are incurred. The

qualificatiQgiS to this statement arc ttuit such expenses should

bear a reasonable relationship to flie sins of current logging op-

erations and Siat they must also pertain to managennent areas

supplying wood to present conversion facilities. In effect, these

management costs are expenses incurred for the purpose of

gaining income.

If management expenses pertain to areas held for future

sxpaasion of the mill or for timber to be sold they are classed as

capital expenditures. As such araas arc brought into production

these capitalized expenses may be recovered by means of deple-

tion allowances.

Depreciation Allowances, Treatment of depreciation ol capital

expenditures under the htcome Tax Regulations is on the basis

of a fixed percentage of a diminishing balance of the capital cost

of the item. This basic, rather than a straight line or fixed
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(fr«queatly "mining**) its forests. But such actions were

lAoUy in lusping until rccenUy. with the ooUook of the times.

iii. Already the mining industry receives substantially better

tax treatment than does the equally essential forest industry.
*

These are not new arguments for preferential tax consid-

erations. But they are still valid and still axnong the strongest

in favour of such govemznent action.

a ^ a a i» a

Because taxes are levied by governments most of the sug-

gestions which follow will be directed towards steps which these

bodies could take to stimulate better forestry on the part of the

forest industries in Ontario. A later section contains soj

recoocnmandations for thought on company policy in this matter.

Thasa suggestions are made with tail awareness of the aaed for

research and study to test their validity. They arc proposed

in order to encourage such study rather than to provide a certain

path out of our present situatiosu

Concerning Government i^licy

Corporation Income Taxes

The Federal bcome Tax

From the review of the British income tax in Chapter IV

one point stands out. This is the use of the income tax as an in-

1. See pp. 59 to 62 above.
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tiM fellowlBg points may be cit«d:

i« The task of returning the forest resources of Ontario to

their former productivity and rrMtii^t^JTiing them at an optimum

sustained yield for the benefit of all, is one which wiU cost

large eums of money. This financial burden mast be borne

by all who are able to do so. Because of their integral part

in such a task, the forest industries should be given every

assistance to help them bear their share of the financial loads.

It is an ocample where special considerations to lighten the tax

burden are called for by the urgency and sine of the task to be

accomplished. This is the short-run aspect of a long-run

program of action. Aad it will be action which will bring the

forest resource to a state where it will be more able to bear

its share of government costs.

iL. The burden of the present tajces mmy be considered equit-

able because they are levied upon all or most industries in a

like xnaimer. However income taxes, for example, make little

provision for the differences between industries (e. g. the

forest industry and the shoe manufacturers) arising out of re-

qiiirements for re-investment of earnings for future operations.

In other words, a forest company, if it is to bring its forests

under good management will have to incur heavy expenditures

for roads, silvicultare, etc. , expenditures the like of which

ao shoe company faces. True, these heavy charges may be the

result of the torest coAApany*s own past actions in over-cutting
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raw materials, audi area to be retained by the induatry

under agreed fiaaacial terms aa long aa operated under

proper foreatry principles mutually agreed upon. "

Canada ((13b.) pp. 11-12).

The report of the Subcomxnittee provided a blueprint of

acticm needed to promote good foreatry in Canada aa a whole

and in the provincea. It ia apparent that taxation and tenure

were important items in the opinion of the committee mimbsrs.

Taxes, an Indirect Influence

The vtews of U. I^.Lutn and other tsx specialiata concern-

ing taxation ahould be noted here, Luta ((54) p. 14), Wohlenberg

((89) p. 361). Taxes. ^R^ile appropriately used as maans for the

encouragement of forestry or any other governix&ent policy,

ahould not be designed to achieve these ends by providing any

direct incentives. These men believe that having helped to

provide order in business activities, taxes should be no hindrance

to business enterprise. Changes in taxation should be aimed at

amoothing nut or keeping smooth the flow of industrial produc-

tion. In effect thay propoae that the government should U|^en

the tax burden to achieve its desired ends rather than threaten

to increase taxes if the ends are not accomplished.

Tax Polictes and O&e Forest Industries

In support of the contention that the forest industries do

deserve more favourable conaideration in government tax policies
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Furthermore, the Subcommittee recommended the conv<

of a Nmtloml Forestry Congress to romch a basis for co-opera-

tive actloa o& many rital forastry problems. These problems

included:- i. Continuity of tenure of forest holdings; ii. Re-

duction of anomalies as between provinces in forest holdings,

charges, stuiwiMge rates, employees* accident insurance costs;

etc. ; iii. Development of a satisfactory prograsa of future tnaui-

tion of forest lands for the purpose of promoting sustained yield

opexmtions; iv. Marketing facilities, tax concessions or sub-

sidies required to reorganise forest industries on a multiple

product basis to provide for efficient use of all raw materials;

mmd V. Proper land use including forest settlements, forest

holdings, etc., Canada ((13b«) P- H)*

Among the Subcommittee's long-term recommendations

are Oiose two:

"Selection by provincial authorities of units of the forest in-

dustry (or sites for the esUblishiest of such uniU), which

should be considered in the light of a planned natural resources

development as essential industries, provided that such indus-

tries under a 99-yenr renewable lease may be required to

develop manufacturing processes to use all raw materials

available in forest holdings**

**Bas«d OB adequate forest inventory data, allocation to such

industries under a 99-y«*r renewable lease of a contiguous

forest area of sufficient sine to provide a continuous flow of
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that toaoitioB may become oae of the moat useful of society**

for carrylBg out such poUcies, Maxinhcim ((56) p. 117),

ForoaU, Taaatiou and L^aad-use PoUciea

Oaa of the qualities of the forests mentioned ia Chapter I

was their ability to utillae lands which may be economically

submarginal for any o^er use. This fact alone means forestry

should form a part of any land-use policy or program. And

because taxation may reduce economic endeavour to the sub-

marginal, it too must be considered in conjunction with such

policies.

The Advisory Committee on Reconstruction

It seems pertinent to note here certain of the recommenda-

tions made by the Subcommittee on Conservation and Development

of Natural Resources of the federal governi»tnt*s Advisory Com-

mittee on Reconstruction. Under the forest and forest industries

section of the 9ubcoiiunittee*s report appear these comments:

**Any form of silviculture will mean increased costs over

present extraction methods. Present handicaps to adoption

of improved forestry practices are:* i. Capital losses through

uncontrolled forest fires, insect, or disease. These losses

cannot be covered by insurance, ii. Insecurity of tenure of

forest holdings. iU. l«ack of any guarantees as to future tax

burdens, iv. Uncertainty as to future markets. " Etc.

,

Canada ((I3b.) p. 7).
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Challenge • in Forestry

Planning » the positive approach to management, has re-

placed sheer cxploiUtior. It is not a dreary prospect. Every-

one makes plans; particularly bosincssmen and government

officials. No^ in forestry, the opportunity exists to make

changes In oar management methods, the chance to discard

outmoded institutions and to conUvine sound and tested methods

with new, progressive financial and administrative techniques.

Now there is time to ask questions and to explore novel ideas,

to discuss co-operative projects, and to run pilot studies.

Along with the forests* challenge today, there is that of

the large corporation, verticaUy and horiaontaily integrated,

which is a part of our industrial life. In the forest economy it

MBy w<ell become the dominant form. Exercising a local mono-

poly of forest resources that is virtually complete, such a cont-

pany is a power for desiruc^on - and for good. Undoubtedly

the economies of large-scale business nuist be accepted. Iminnd

if the most is to be made of our forest wealth, integrated utilisa-

tion in industry utsist become the keynote. It is up to the people

and the govemnwnt to weave these large industrial groupings

into the scheme of econpxnic life, to organise their great pro-

ductive potential in such a way that the forests benefit by their

existence and thereby society.

^ The problems sf the social control of big business generally

lie beyond the scope of this study. It is sufficient to note here
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to support our present industry.
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Trsasitioa a Psriod of Financial Strain

Men in industry and in government will support £. T. F.

Wohlenberg's sUtezneat, ((89) p. 561) that the transition from

liquidation cutting programs - the cut-and«get-out-policy - to

sustained yield management is one of the most difficult financial

periods in forestry. It Is tibe period when businessmen and

government authorities noost give up some of their hopes for

short*run profits or revenues. They nmst hearken to ttie ad-

vice of foresters on the long-run requirements of the forests

and on tiic long-term benefiu which will accrue. To do tiiis will

not be easy. Companies have to listen to the pleas of their

shareholders for adequate dividend returns and of their cus-

tomers for greater production without increased prices; they

have to face the increased costs of more permanent woods im-

provements » they nxust accept the problems of forest setilements.

Government authorities must accept heavier forest expenditures*

they will have to pacify the insistent demands for more funds

which arise froxn all sides or else place the burden elsewhere

than on the forests; and they must co-operate with the forest in-

dustries in their efforts to meet the host of practical problems

arising with forest management. In fact everyone in this Province

and in Canada must intensify his efforts to think constructively

and to plan for the forest economy.

1

i. Many short-run costs such as these will have definite long-

run advantages.
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of •ocUl in«ecttrity. In todays high tempo of living few take

time to consider for what purposes they pay taxes or how ixn*

portaat these ends arc. And therefore their dislike of taxes

grows stronger out of their indifference. Forest executives

also have sii acute dislike of tying capital up in investments

over long periods of time while giving support to management

for a •ustaiaed yield. They prefer to keep their husinesses

in as **liquid** a state as is consistent with good management.

They fear losses. They usually favour short-run benefits

from increashig prices, and often they find themselves after

indulging in these benefits, saddled with mill requirements

which urge them to act in a manner detrimental to their future

interests. One may question as Dean Femow did in 1908, (45)

whether adjustments in taxation and tenure will have mnch suc-

ceas in overcoming these strong forces which inopede much

more than progreas in forest management.

Forest Industries in Formative Period

In some respects the forest industries are only in their

formative period. This is particularly so with the developooaent

of their forests in contrast to their plants and ma chinery. Man-

agemient for optinuiin sustained yield has hardly commenced in

Ontario - or in Canada for that matter. As ^e Royal Commis-

sion on Pulpwood, ((17) p. 120) put it we have kept our timber

resources in a current account. CapiUl has been withdrawn

continually when it could have earned interest - interest sufficient I .'(



Vl-171

CkapUr VI

TAXATION AND FOREST POLICY

From thtt previous chapters it it apparent that for govern-

ment,tax policy may be one of the devices it may approprii^tely

use to promote full development and wise conservation of natural

resources, Ilsley ((44) p. 4183). This chapter suggests the

dynamic role which taxation may play in the support of proper

forest management. It is hoped that some of the suggestions

which follow may assist men in the forest industries, in govern-

ment, and in the communities of Ontario to bring their forests

to the optimum peak of production.

General Remarks

Psychological Aspect of Tax Problems

Before discussing some of the economic factors concerned

with taxation and forest policy. It should be noted that problems

created by taxation or associated with it often stem from psycho-

logical conflicts in individuals. Men in the forest industries sin-

cerely assert their desire that their section of the economy should

support its share of the costs of government. On the other hand,

individually they strive to keep the taxes they pay to a minimum,

to obtain tax concessions (often warranted), and generally give

evidence of a healthy dislike for paying these levies. Prof.

Mmr^tyUt^irrt {{Sh) pp. 103-305) notod this dual morality as a source

I Nil

« .
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rev«al whether Hhmme hypotheses are v^id and significaat. If

they are, the reooedy is easily found as will be noted in

Chapter VL

Of the other taxes which forest industries pay, one may

say that they have no bearing upon the problems of forest tenure.
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and tpeculaticni. And ao th«y became a part of the Province*

a

revenue tyatem. For aa order was brought into licensing the

need for ground rents disappeared. Or if the need still per-

sieted, other more effective means were sought to handle the

nmtter.

1m Chapter III the question was raised whether ground rents

should be abolished. Unless &e government makes some definite

acknowledgement of the rights such rents nominally confer on

licensees, they should be repealed. However with the Province's

move towards sustained yield management, a belated recognition

of the useful purpose that these rents could properly serve might

provide the gorernment with a very serviceable tool for solving

its tenure problems. It is a means well adapted to the allocation

of leads where one orgnalMation is the principal landlord. The

rights conftrred by rent can be clearly defined. It is an instru-

ment fashioned to bring to the landlord any of the econonkic benefit

accruing to him as a landowner. And this is what the Province

has sought up till now in stumpage.

Succession Duties

b the discussion of succession duties in Chapter m, it was

hypothesised that these taxes might upset the continuity of tenure

of forest lends hj certain types of companies. It was suggested

further thnt this might conceivably disrupt some forest manage-

ment pUns. Only detailed analysis of actual occurrences will
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From this analysis it appears that the Uc between tenure

and stnmpage is not exactly direct. Rattier it is through rights

in the equity of the successive forests which both the Province

and tike companies create. The solution to the tenure-stumpage

problem would seem to lie in resolving the rights to the forest

equity created by both public and company capital.

Have other government charges any bearing upon tenure?

Ground Rent

One is tempted to suggest ground rent as such a charge.

For a rent is a payment for the ri|^t to use land or land and its

inoprovements. A ground rent is the price paid for the use of

land alone. It includes the right to improve the land and the

occupant's title to ti&e benefits of such improvements. Therefore

the tenant of Crown lands should acquire definite rights and

privileges by virtue of the ground rent that he pays.

As was shown in Chapter III, it is doubtful whether the

Provincial government ever considered that it conferred any

such rii^ts to licensees because they paid ground rents. When

this charge was introduced in 1851 to prevent monopolies of

timber lixnits, no licensee would have wanted to hold his limits

any longer than was necessary to clear the land. He did not

wish to improvs the area. He was so settler; neither was he

forestry conscious. His ground rents were a tax on monopolies

1. See pp. 75 and 76 above.
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Altemativcly oac ni^t suggest that the compaay pay no

stumpage. This second crop is but one of many more to come.

If it follows its former policy the goveruneat will continue to

ask the compaay to share the costs of forest management.

Would it not be wise to regard the government** investment as

the people's cost of keeping their economy runniag - a cost

shared by all who are able to do so. This suggestion seems

reasonable, for the costs of forest may well increase for some

time until the proper degree and quality of supervision and care

is achieved.

What difficulty there is in deciding this issue seems to

•tem from the fact that stumpage is regarded as a price charged

for wood products - products whose ownership may be divided

la subsequent rotations between the governn^ent and the company.

Tet, frona the point of view of the Provincial Treasury which re-

ceives all stumpage returns, these dues are just another source

of revenue. And this revenue viewpoint is consistent with sub-

section 5, section 92 of the B.N. A. Act. Does it not seem

simpler to avoid all the problems raised by trying to price suc-

cessive timber crops in which both the government and the com-

paay have shared expenses? Caaaot the Province raise the same

revenue by means of taxation aad thea coatribute its share towards

the maintenance of the forest economy?

f
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fairly accurately their cotta Involver? in bringing this second

crop safely to its present state. If the company ii to cut

this timber for its use. should it pay stampage? If so, on

what basis?

Shimpage is the price that the Province charges for its

forest products. But in this model the pro<hicts do not beloaf

solely to the fovemment if any consideration is given to equity.

This second crop of timber represents the direct result of in-

vestments by the com^iany in the land for which it has paid

ground rent annually over the years. Some of the crop should

belong to it. Furthermore, the government's share represents

the people's investment for ti^ir 6itare - for the contribution

the forest industries would continue to make towards a stable,

healthy econc»ny. And through its income and other taxes, the

cocrpaoy shares with the people in this, the Province's stake in

the forest.

From this analysis one might say that under these condi-

tions the company should pay for a portion of the government's

costs in producing the second forest. That is, stumpage should

be a price based upon a part of the Province's costs. This sug-

gestion seems to raise almost as many ^estioa which are as

I. It is probable that it will long be debatable whether certain

Government expenditures should be included legitimately

in the costs of management. It will be difficult to know al-

ways where to draw the line.
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is clearly aecesMry. In order to clarify the situation a litUc

and to help one ask more questions, a model of the situation

is again constructed.

l-et us assume that the second crop of the loresU in one

region is aearing maturity. This is the end of the first phase

of naaagenoent for a sustained yield. Let us further assume

tkftt to achieve this condition* the government required the

company operating the area to carry out a certain working plan

mad to use certain cutting methods. These methods were not

the means most easily adopted for extraction of Oie previous

virgin stand nor was the working plan the simplest possible

under liquidation operations. But the company recognised both

the power of the government and the interest that the company

had in this future forest and co-operated fully. It paid for the

incr'jased logging expenses, for many of the improvements

necessary to carry ou t the woridag plan, and for a good

psLrt of the essential protection costs. Let us also assume that

the government assisted Oie company by sharing some of the

capital costs under the working plan and placed at the conk-

pany*s disposal the benefits of its forest research. Finally

let us assume that both the company and the Province know

I

1. Insofar as the government* s stuntpage dues may have been
set so low thai the company received a large portion of the

economic rent owing to the government on the timber it may
be considered that the company's expenditures on forest

management are really those of the government carried out

by the company.
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effect. And at present the limit and concession holders arc

being asked to bear most of these. ^

Naturally &e companies ask: who will g«t the future crops

of woodt Will we have to pay stumpage after having paid the

initial costs of ensuring the future forests? Can we not have a

firm guarantee that our interests in these forests which we

help create, will be respacted 50 or 100 years from now?

Without going further into the problem of finding the answers

to these questions, it is necessary to analyse the role of govern-

ment charges uk the whole complex matter. In this analysis,

consideration is given to shunpage. This is done not only be-

cause it is one source of il^ovincial revenue but also because

other altenuttives to the charge will be soggested in

Taxation and Tenure

AS stated in the previous section, the question of stumpage

for successive forest crops is one of the leading ones in the ten-

ure problem. For this reason a thorough understanding of what

stumpage is, for what it is being paid, and how it is esUblished

1. b Chapter 111,^^ ^^ ^^ ^^ ^bove and Chapter VI p. 173
below: the heavy costs of transition to sustained yield manage-
ment - for all-weather road systems, permanent river improve*
ments, recurrent forest inventories, etc. - were mentioned.
Many of these costs nocust be and to some degree are now being
met by the Provincial govemznent. However the cost to the

companies will undoubtedly increase markedly as the traasi-

tioa progresses. It is such costs which are referred to here.
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carHed out. However, under mistained yield management,

iemure and property righU may be the key foictor in the tuccets

of the government** plana. Ii^uaUce to individuals ia hardly at

•take any more.

Simply stated, the problem rather than immediate is

one of ultimate security of tenure. Committed to responsibility

for the foresU, the Province is seeking to take the measures

now that are necessary to ensure that in the future the forest

Industries will have Urge stocks of relatively cheap wood.

It is generally assumad that these stocks will only in part ba

obtained by large scala planting programs and that the most

important means will be by natural reproduction following

proper logging practices. Artificial regeneration will be used

where desirable but due to tiie costs involved it is likely to be

confined for some time to a minor place in the scheme of things.

Because the hiture is so closely wrapped up with the

present, the success of the government's policy depMlAs upon

the co-operation of the forest operators. Their cutting practices

have to be chosen so as to ensure the best possible natural re-

production* they have to be choaen with regard for the future.

And this usually entails heavier logging costs. It also means

well planned operation programs - a management plan for every

forested area. The additional costs which these requirements

call for are largely being met by the companies. StiU further

costs are entailed if sound management plans are to be put into
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but that did act meaa insecurity. Based on the precedent of

soccesaive reaewala, security aeema to have been aumcient

for the day. CerUinly few lumbermaa were inU rested ia retain-

isf their leads oace they were cleared. Aad the tysUm did

result ia laad beiag det./ed for settlement. In this respect

thiags often went too far with many areas being stripped of

forest cover which were patently unsoited for farming.

Present Tenure Problems

The teanre problem that is with us today is one not met

with before. It arises out of the change ia the goverameat*s

forest policy from one of li^iidation to oae of sustained yield

sad out of the realiaation of the need for a sustaiaed yield of

pulpwood if the pulp mills were to remain long ia continuous

operatioo. As indicated earlier, property rights are closely

bound to any activities dealiag with laad. Aad the goverameat*s

change of policy called for reconsideration of the property rights

granted to the holders of timber licences and pulpwood agree-

ments.

As shown above, concern for forest tenure and rights under

a liquidation program was really a concern for the orderly execu-

tioa of policy. There was little doubt that it would be successfully

1. This would appear to have been around 1925. In this period the

following statutes were passed: The Forestry Act - 17 George
V, Chap. 12 (Ont. ) - and The Pulpwood Conssrvatioa Act -

19 George V, Chap. 13 (Ont«).
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ia mmf Uccased ar«a for th« clMring of ttmbcr was part of

the poUcy of Uad »«tUemeat, F«w requirements wer« laid

upon the operators: they must pay dues and ground rent; make

certain relnran to the auttioHties conctming their annual cut;

and abide by forest fire preirenaoa reguUtions. While pulp-

wood agreements gave e^itended tenure to pulp and paper com-

panies, it was not done to encourage forest management.

Anther the long tenure guaranteed the companies an adequate

(often an excess) reserve supply of raw oMiterials large enough

to ensure continuous operations until capital investments in

Om mills had been recovered. These pulpwood agreements

could overlap areas already held under timber licences to cut

pine.

Twentieth Century Developments

The only significant development since 1900 has been the

inception of the timber agreement. Subject to the annual renewal

of his timber licence, an operator could enter an agreement with

the Province which would provide him cutting rights on an area

for a period of 10 years. Thin arrangement brougtt the tenure

benefits of the pulpwood agreement within the grasp of the lum-

ber companies.

Neither under the timber licences nor under the pulpwood

or timber agreenoents does there appear to have been any real

insecurity of tenure. True, the period of tenure was often short

1. Such agreenients were first effected around 194).
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for all lixnb«r species oa aa area and limited operators to

cutting pine, Report ol 1899 ((67) pp. 124-125). In theory the

government was then free to grant further licences for the

other species. These licences would overlap those for cutting

pine. By this time the manufacture of palp from wood was be-

coming am established industry in the Province, fai a move to

support this new development which required extensive tin]a>er

reserves, the Province amended the Crown Timber Act in 1896

to allow the granting of pulpwood concessions. By agreement

these concessions gave the operator tenure of his holdings for

21 years and the right to cut pulpwood species. H« could renew

his agreement for a further 21 year period if he had carried out

all the requirements of th^ contract. The period of 21 years

mmrnnxm to have been chosen as the length of time necessary for

the pulp and paper con»panics to write off the capiuU investi3r%ents

in their mills and machinery. It prevented alienation of laaos to

lumbermen.

This review shows that by 19O0 the basis had been laid

for today's system of limber disposal. limber licences were

granted for one year, renewable axmually. Pulpwood agrcexz^nts

for 21 years could be obtained, renewable for a further 21 years.

The government retained the right to cancel licences or agree-

menU if the operators failed to abide by their contracts, i urther-

more, the Province could grant to settlers portions of land included

1. S9VictorU, Chap. 12 (Ont.).
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^m

that it was also aimed at resolving coaflicta between lumber-

men regarding the boundariea of their limiU and between lumber-

men and settlers.

Under his timber licence an operator obtained full title to

all species of timber oa his limit. However Uie government al-

ways reUiaed the right to permit settlement on lands held under

such tiari»«r licences. The settle r*s rights to the timber on his

landn in contrast with the timber operator's rights by virtae of

his timber Ucencc were not clarified until 1960. At that time if

a settler only held a licence of occupation (rather than a patent),

he obtained no title to the timber en his land. bi 1869, an Order

in Conncil, Report of 1899 ((67) p. 115). reserved to the Crown all

pine trees on settler's patented lands. The settler could clear his

land of pine for agricultural purpoaes» for fuelwood, and for

building mntsriais. He could not cut it for sale although he could

cut all other species. A timber operator could be granted a licence

to cut ''eserved pine on patented lands. This Order settled this

aspect of a Uceace holder's tenure and the rights such tenure con-

ferred.

In 1892, the government altered its policy of granting licences

1. 23 VictorU. Chap. 2 (Canada) s. 16. This act clariHes this

point which had been a part of government policy up till then.

S— also: Ontario, Commissioner of Crown JLands. Report, 1872,

p.x. In Sessional Papers, 2nd Session, Parliament of the Province
ofOnUrio, vol.V, pt. n. paper no. 14; and Report of 1899, ((66)

pp. 113 and 114).

2. Ibid.
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The former licensee vfould be allowed the first bid. bi 1946

these ittstructioiui w«rc followed by regulations giriag the right

of auuial renewal to the licence holder. Requirements on ttie

part of the operator were limiUd to payment of Crown dues and

to cutting the minimum amotint of timber contracted for.

Opening the forest to conunercial exploitation did udt pre-

vent monopoly. Neither did the levying of Crown dues nor any

other regulations. Apparently many limits were acquired by

single operators in order to control timber supplies, bi 1851

ground rent was charged in an effort to prevent individuals ac-

quiring extensive limits for monopoly and speculative purpoaes.

A Select Committee of the legislature appointed in 1SS4

studied amongst other things, flie Aaoerican system of disposal

•f forest land by sala. As mentioned above they failed to recom-

Zmend its adoption in Canada. This did not settle tenure griev-

ancea wliich apparently ware being voiced. For in 1863, another

Select Committee urged that something be done to give greater

stability to tenure of forest lands. This recommendation was

not made with a view to encouraging better forest practices but

rather to prevent excessive cutting (in order to live up to licence

requirements) and flooding of the liimher market. It ia probable

1. See pp. 17 and 76 above.

2. See p. 17 above.
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tions from England the Surveyor-Gcaernl of Wo^« and Foreete

cnme to Canada to organise the diapoaal of timber limits and

lieeaces to cut. It io interesting to apeculaU on the reaaona

^mhj timber was to b« diapoaed of by each licences rather than

by the sale of timbered loads. Incensing sooxns to have been

along the lines of traditional disposal methods. It is not imlike

the earlier charUr system. In addition, the government would

retain control of the lands which when cleared could be uaed

later for aetUement. Poaaibly then, licenaiag was viewed as

^^ * P^t of the means for orderly setUemeat of the country.

It did not prevent large areas of timberland from being purchased

under pretexts of setUement, Report of 1899 ((67) pp. 57 -S9).

At this time, licences were to be limited to forests un-

suitable for the iioyal Navy. These licences extended lor nine

months, the timber contracted for having to be cut within that

time. No mention is made of renewal of contracts. It is reported

that Boany of ttie instructions from England were not carried out

and we may surmise that at that time there was little difficulty

in the way of obtaining a renewal of licences.

As time passed, questions of renewal seem to have caused

some trouble for in IS42 the Commissioner of Crown Ljuids is-

sued instructions clarifying licensing procedures. Licences

were to be valid for a given period - apparently one year.

Renewala were granted but if the licenses failed to claim renewal

within a given period of time, the licence could be auctioned again.
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Forft Land Tenure in OnUrio

Prior to 1900

In early colonial days the Crown granted lands to settlers.

Settlement requirements appear to hare been limited to clearing

aad improving the land for agricoltoral purposes. In some in-

stances settlers were required to do military service if called

upon by the governor. Throughout the instructions of both the

Frencb and British governments to their goivemors in Canada,

one rends of the reservation first, of all the oak on land grants

SAd then the pine that would be suitable for use by the royal navies

•md the miUtary. Report of 1899, ((67) pp. 23-48). ^ Later, in-

structions were given for the setting aside of forest reserves for

the sanoe purposes. The British government instituted the system

of granting to British contractors for the Royal Dockyards charteri

or liceaces to cat timber in Canada for ti^e Royal Navy. As men-

tioned in Chapter JJi this monopoly system was badly misused.

Reforms followed in 1826.

Lieut. -Goremor Maitland's proclamation in that year opened

the forests for conunerical operations by anyone interested and

able to pay the timber dues levied by the government. No licensing

system is mentioned in the proclamation. However, under instruc-

1. This part of the Report contains a good reveiw of Crown timber

regulations of French and British Canada up to 1826.

2. See p. 77 above.
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A p«rvmsiv« institution* property determines a person**

rights end duties regarding the use of a given area of land by

himself or others. By these HghU y/Akich can be transferred,

11 conditions minor institutions such as leases, licences, and

agreements. And ttirough the tide to products of the land,

property influences prices, values, income, taxes, etc.

As one of fliree factors of production - land, labour, and

ci^ital - land has noany uses. The pivotal point about which we

erect our land use schemes is the institution of property. In

die use of ttie forests each man's relations with ano^er hinges

upon property be it publicly owned and operated, publicly owned

aad leased, or co-operatively or privately owned. Canadians

with half a continent to settle, have come to accept the dichotomy

in property ownership between the state and the individual -

either personal or corporate. Furthermore, there is a presump-

tion that successful methods of resource development can be

evolved based upon these two differing forms of ownership. Of

Ontario's 237, 200 sq. miles of forested land the Province owns

94. 2 per cent; individuals and corporations own the remaining

S.t per cent. Canada. (IS).

Within Oiis framework that property provides, the Province

has built up a system for the disposal of its timber resources.

The following section outlines the main developments in forest

land teanre since 1826.
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Chapter V

TAXATION AND T£NUR£

The tenure of forest lands in Ontario touches upon many

aspects of forestry. Because it is part-and-parcel of the

Proviace*s problems in establishing proper forest manage-

OAeat, tenure bears upon tajuition and the raising of Provincial

revenues. For a fuller understanding of this aspect of taxation,

it is desirable to examine briefly the economic significance of

i«nare, some of the principles behind our tenure patterns,

and the historical developnaent of forest tenure in the Province.

From this analysis certain relationships between taxation aad

tenure are clarified.

The Economic Significance of Tenure

It is probably not incorrect to assume that Canadians

believe that their governments, within the bounds of the con-

stitution, riumld accept ultimaU responsibility for the proper

utilisation of the country's resources. However, while theoreti-

cally itte possible for the state to do virtually anything if it is

for the betterment of society, practicaUy it mast try and devise

methods for achieving its ends within the conununity's cultural

framework. Of significance then is the ancient institution of

property whose rights and pHvUeges are derived through English

Common Law*

I

1
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The interesting features in American forest tajcation are

tlie state forest taxes and the Bailey Amendment to the federal

income tax. The former provide examples of earnest attempts

to improve forestry by attacking inequitable features in the

local taxes. That tt&ese efforts have not been more successful

is due partly to the minor importance of the local property tax

in forest finance. There are of course many other factors in

the problem. The Bailey Amendment brought about a change in

taxation where it bore heavily on all operators. In the general

progress towards corporate managexxient of the forests and their

re-organisation on a suttained yield basis, tliis amendmenf.

should prove significant.
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given number of years. Usually e. yield Ux is levied upon the

stumpagc value when the tixnber is cut. A few states evaluate

the tixnber and give it special low assessments. Some states

limit the apfplicatiofn of tax benefits to reforested lands and

usually all states have regulations concerning the sizes of forest

areas suitable £or classification under their acts.

Two states provide bounties for tree planting.

Most states have their forest taxes administered locally,

a certain percentage being apportioned to the state treasury and

the remainder being retained in the locality. Six states using

the yield tax, collect the tax and make provision for payments

to the local governznents in lien of these taxes.

The general concensus of opinion among foresters is that

as measures to stimulate good forest practices, these tax acts

have not been successful. Only small percentages of the eligible

lands have been classified and are able to benefit from these

special taxes.

Six states levy severence taxes on the quantities of forest

products cut each year. The rates per unit vary according to

the product. Three of these states impose these taxes in addi-

tion to &eir forest tTives.

e s * e 4> «
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state Income T

Thirty-three state tax corporate set income; usually at

quiU moderate rates. None separate income from logging oper-

ations from revenues arising out of industrial activities. They

all provide allowances for depletion, depreciation, and taaces

olher than income taxes paid to other Jurisdictions. QuiU a

number of states exempt these income taxes from further taxa-

tion. A very few exempt capital gains. Many do not allow deduc-

tions for capital losses or else limit those they allow to the ex-

tent of capital gains. Several states allow companies to carry

operating losees forward for two years. Double taxation of

dividend income appears to be common.

^tate Forest Taaces and Reverence Taxes

Twenty-five states provide for the optional separation of

forest property from other property for taxation under their

general property taxes. They have dene this in order to favour

the growing of timber. As part of the tax act, most states re-

quire a taxpayer to claesify his forests in some manner if he is

to derive benefits from the special legislation. ii

The usual arrangement for special forest taxes is to sep-

arate the land and trees for tax purposes. The land OAsy be taxed

as other real estate \»r may be given fixed rates of assessment.

These will be lower than the conuoon assessments for real pro-

perty. The timber may be exempt from taxes entirely or for a
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The Federal bicoxne T

Domestic American corporationa pay two federal income

taxea - a normal tax and a surtax. These both have progres-

•ive rates. Capital gains are taxed bat at proportional rates,

considerably lower than the income tax rates. These taxes

are levied under the Internal Revenue Code (26 United Stales

Code). A taxpayer may claim the usual depreciation, obsoles-

cence, and depletion allowances as well as deductions for or-

dinary and necessary business expenses, interest on indebUd-

ness, state taxes (except succession and estate duties), bad

debts, and losses. L.osses xxuty be carried forward against

the two following years. There is double taxation of corporate

net iacome.

Tax authorities compute depletion allowances f>n a cost

basis or value as of the year 1913. However, when timber is

cut or sold, it is vnlned nt its fair market value at the first of

the year when cut. Any difference between the depletion basis

for the timber and this fsdr market value, the forest operator

ay claim as capital gain or loss. He treats it accordingly

for tax purposes. This provision recognises the appreciation

in value of the timber capital over the years and provides for

taxing it properly as capital gain.

1 . The "Bailey AiSaendment" - 78 Congress, 2nd Session, vol.

S8, pt. 1, chapter 63, section 127. This amends section 117

of the Inemal Revenue Code (26 U.S.C.),
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mercial forest and some 65 million acres of aoa-commerciaX

lands. Th« privately owned foresU yield 90 per cent of anaval

American timber cut. Over 4 million small holdings averaging

62 acres make up 76 per cent of the private commercial forests.

Some 3600 people hold the remainder in lots over SOOO acres in

sixe. Lumber and pulp and paper companies hold some 51 mil-

lion acres. About «ie-third of the country's forests are publicly

owned or managed and the major portion of this area lies within

the National Forests.

The National Forests contribute 25 per cent of the gross

revenues front the sale of timber and other conunercial transac-

tions, lo the states. This is lor distribution to the counties in

which the Forests lie. as payment towards the building of schools

and roads. Another 10 per cent of the Forests* revenues goes to

the U. S. Forest Service for use in constructing and maintaining

roads and trails in the Forests. Presumably the remaining funds

combine with other Forest Service revenuea to swell Treasury

inrf>Tn4 and offset the much larger ejLpenditures on National Forest

administration. Revesmes from the state forests form part of the

states* animal receipts. The different taxing )urisdictions do not

tax each other's lands.

This outline of American taxes aovers; the Federal Income

Tax; State Income Taxes; and SUte Forest Taxes and Severence

Taxes.
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resembles Cmnada't. The federal government exploits many of

the snnne fields as the federal government in Ottawa. Similarly,

the sUtes and provinces. However differences do occur in em-

phasis. For example, as a staU tax. distinct from a municipal

one. the property tax is imporUnt. This is in addition to iU

great significance at the lower level. And this tax generally

differs from the Ontario municipal property tax because it usually

covers tai^ible personal property (and frequently intangibles)

besides real estate.

Becanse of the oaultiplicity of jurisdictions among the

states of the Union, only the federal and state taxes with direct

bearing on this study will be reviewed. TAX STST£MS^ pnbUshed

by Comxnerce Cleaning House Inc. (28) provides complete outlines

of all state and federal taxes.

Forest taxation in the United States has long been discussed

by foresters and others interested in proiuoting the sous manage-

ment of the forests. Tbis attention has largely focussed upon the

tsution of forest property. The reason for this lies in the owner-

ship pattern of forested land in the country. Many corporations

have large holdings of forest land.

The United ;>tates possesses over 460 million acres of

commercial forest land, about three-quarters of its total forested

area. Individuals and corporations own 34S million acres of com-

#1
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The tax rmU for corporations aadcr the income tax act is '

a strai^^t proportion of taxable income.

Under the profits tax act, companies pay additional per-

centage taxes on the values of undistribuUd profits and dividends.

The company withholds the tax on the latter from its stockholders.

Doable taxation occurs because this dividend income is taxed under

the personal income tax.

Corporation Duty

£very corporation pays a 5 per cent duty on the at»«%nMy ^et

value, income, or profits of all real and personal property held

by the firm. This duty tends to ofiset the escape of corporation

property from death duties.

The I^aad Tax

TThis nUnor tax is based upon gross estimated annwsl income

used in assessment of income tax under Schedule A of the income

tax (the annual rental value). With this tax, the authorities have

provided a sensible and interesting feature. A taxpayer may re-

deem the tax at a price equal to 25 times the 1939 - 1940 assess-

ment: that is the capital value of the tax at 4 per cent interest.

For corporations this would prove a useful method of obviating a

nuisance tax.

tl

t

The United States

The general pattern of taxing powers in the United States
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further deduction for doprcclAtion may be claimed for the value

of certain capital improvements. These value* are recoverable

ove«^ a ten year period.

in respect of occupation of commercially operated forest

land, a further tax is levied under Schedules B or D as elected

by the taxpayer. The incon^ assessed under Schedule B amounts

to ose-^rd the gross income assessed under Schedule A. This

is very iavourable where forest stands are naature and income

tliereirom can be expected to considerably exceed the usual B

assessment. Under Schedule D actual income bears the tax.

Corporations normally pay income tax under this Schedule on in-

come from their industrial activities. Under this section proper'

accounting procedures must be followed by the taxpayer. Newly

planted or replanted forests may be handled under this Schedule

while the taxpayer keeps his mature forests under Schedule B,

Under D, he may write off losses on young forests currently

against other income or carry them forward for a period of six

years. The tax authorities provide quite reasonable allowances

for costs and depreciation under this Schedule.

This outline, in reference to the treatment of forest lands,

probably has little application of interest to companies, as privaU

woodlands are largely in the hands of individuals. However, it

does show how the United Kingdom has used its income tax legis-

lation to favour good forestry.

I



IV-US

owners receive preferential treatment. On forest and on agri*

cultural lends, the taxpayer pays mach lower rates than on

other property. On the ralue of any land upon which trees or

underwood grow, he pays duty according to 1919 rates and not

according to those set in 1940 for other property. The timber

is assessed at the 1940 tax rates. However the duty on timber

acts as lien against it and is not collected ontU the timber is cut.

Furthermore, the duty is reckoned upon Ac value of the timber

at the time of death. This value does not form part of the ag-

gregate value of the estate but is taxed separately. The tax

assessnnent exen^>ts underwood from duty. Costs of planting

any area may be deducted from the selling price of the timber

before the duty is paid* So also may all reasonable expenses if

the vendor incurs them. When a legatee dies, the tax authorities

cancel any duties outstanding against the timber. They then revalue

the stand for new duties. Thus the taxes fall only once on the tim-

ber, the single crop of the forest land.

The fncome Tax and the Profits Tax

fn respect of ownership of their land, forest owners pay in-

come tax under Schedule A on the annual rental value of the land

for growing trees. Usually this value corresponds to the rental

paid by the Forestry Commission for lands which it rents. Under

this Schedule, the taxpayer obtains certain deductions including

one*eighth of the assessment for maintenance expenditures. A
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forest tnmmr. It recoups its costs from the proceeds of the

sale of the forest's products whenever they are cut. Such ss-

sUtaace goes a long way to alleviate the burden of taxes sad to

promote forest management.

The United Kingdom

In this section the tax system in Britain will not receive

the detailed treatment given forest taxes in the countries sur-

veyed above. Only certain features which are of interest to

Canadians will be brought out.

A scarcity of honoe-growa wood provides the background

of forestry in the BriUsh Isles. The First and Second World Wars

caused excessive cutting of the country's meagre timber stocks.

Always dependent on imports of wood, this situation of the native

forests was one to cause alarm. And the government has taken

action to rectify matters as far as is possible. Along with

other steps aimed directly to assist forest owners in forest man-

agement, the tax system as it affects them has been made as

lenient as possible.

This study covers ttie following taxes: Estate and Succes-

sion Duties; the Income Tax; the Profits Tax; the Corporation

Dktfi and flie LMttd Tax.

Estate and Succession Duties

Under estate duty and succession duty legislation, forest

1. Anastate dutv i# paid on the total value of^an estate before it is
amdeoTamong tfi^successors. A. succession duty is a tax on
the successor on the value of his succession.
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Some criticisms of French forest taxes have been made

at several points in this review. It should be emphasixed that

no tax on &>rest income falls upon actual iacomt received. Two

of the taxes on income are strangely called land taxes. And fur-

ther, the series of taxes on the selling price of forest products

are surely regressive in character.

However, the forest owner in France receives many com-

pensations for the ills of his tax system. Several have been

mentioned already. The tax exemptioa of young forests; the

reduction of the transfer tax; and the subsidy for uneconomic

operations. Of greater significance is the recent establishment

of the Forest Improvement Fund into which goes the money from

tiie 6 per cent Forest Improvement Tax. From the fund the

state may aoake grants up to 50 per cent of the expenditure

(or a maximum of $180 to one person) for reforestation, af-

forestation, purchase of forest equipment, or materials for

forest protection; grant up to 80 per cent of the cost for ma-

terials for protection against insect attack; loans at l/4 per

cent interest over SO years for afforestation purposes, the

promotion of conservation and better utilisation, and for

succession duties; and grants in kind of forest materials.

When, on request, the state undertakes forestry work for a
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The tax pyramids bccauae each time a product changes hands

the tax mttat be paid on the selling price.

The Transfer Tax

All people on acquiring property pay this tax. On a pur-

chase, the charge is 8 per cent of the sales value. On an inher-

itance or gift the tax varies according to the relationship of ttie

parties concerned. With this charge there exist significant con-

cessions pertaining to transactions in forest lands. A purchaser

of such an area may claim a 79 per cent reduction in the tax if

the sales documents are accompanied hy a Forest Service affi-

davit that the lands can be n^anaged for forestry purposes and

if the purchaser agrees to so manage them for at least 30 years.

The laur provides penalties if he breaks this guaranUe. Further,

^•here fhe selling price shows inflation due to speculation the

value upon which the tax will be based is the value reached on

the assumpii^i that the land is rationally and not speculatively

Id.

Succession Duties

Mention of these taxes is made here only to bring out the

point that payment of succession duties may be postponed for a

period of S years. In addiUoa, the successors may obUin a

loan at only token interest rates from the Forest Improvement

Fund in order to pay off these duUes. The authorities hope

that these two measures will prevent excessive felling or the
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Tkc Prodoctlrja T

Two charges com* under this heading: the first is a 4 per cent

tsz on the sales value of all forest products except sawlogs; and the

second is a tax of 10 per cent on the sales value of products of the

sawmills.

The Forest Improvement T;

The tax collected is a composite one totalling 10 per cent on

&e net selling price of forest products (except fuelwood and saw-

logs) laid down at the shipping point. This price is net of ottier

production taxes. For sawlogs, the tax is collected on the value

of the sawn luxiiher as it leaves the mill.

The following levies make up the 10 per cent charge: the

Agricultural Social Security tax of 3 per cent mentioned above;

the Forest Improvement Tax proper of 6 per centi the ^ualisa-

tion tax of 0. S per cent znentioned below; end a tax of 0. 5 per cent

for ttie benefit of the Timber Control service. The incidence of

this composite tax falls largely upon the consumer.

The Squaliaation lex

The revenues from this tax go towards a fund used to sub-

sidise the extraction of wood from forests presently too inacces-

sible to be profitably operated.

The Sales Tax

This tax is a 1 per cent levy on al commercial transactioas.
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to agricultural workers. The tax is an additional charge added

to the laud tax. For forest owners it generally equals one-tenth

of the charge paid by agricultural land which in turn was supposed

to he hased on the average nusriber of workmen employed pc^ unit

of area. The tax oa forest land is based only on forest-maiatea-

ance persoanel, Aa additional tax is levied on the wages of mea

employed in extracting timber if a lorest owner operates his own

land.

The Agricultural Social Security Taxes

The first of these taxes fails as a straight 32 per cent sur-

charge on the National jLand Tax, Foresters have levelled bitter

criticism against this tax on two counts. First, the agricultural

land tax is baaed on rental income for the land only and not on

the value ot the product as well. Because income from both

sources forma the cadastral income, forest owners pay the tax

on noore income than they should. Second, far fewer men find

employment on forest lands. Therefore these lands should pay

proportionately leas tax.

Aa additional tax comes undei this heading. It is a 3 per

cent levy on the value of forest products. Exempted from this

charge are fuelweod and sawlogs. However sawn timber bears

the tax. The authorities levy and collect this charge along with

the Forest Improvement Tax.

I i
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actual TMt reUtrn.

Forest owa«ra may claim an exemption for the first 30

years on all planted or replanted lands. The exemption applies

to both local and national taxes and the other taxes listed beiow

which are based on the cadastral income. Thereby young forests

have gained a significant concession.

The National laconie Tax

This tax it imposed on a person's comhined income from

all sources. But vrhere any income is from forest land, the tax

falls OB the conventional income.

)^hilc at no time is the actual income from the forest taxed,

yet the cadastral incozne forms the base for three major taxes.

Forsst industries separate industrial income from that coining

from forest operations. Actual net income frotu conversion

activities forms the tax base in such instances while with forest

income the company uses its cadastral income for its base.

If fire destroys or damages a forest, tax authorities make

an adjustment of the conventional income based upon the propor-

tion of the forest destroyed and its age.

The Family Allowance Charge

The money collected from this tax and the Agricultural

Social Security Taxes goes into a fsn^i to provide social benefits

I
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estimated average net annual income from these sources pro-

vides the tax base.

Tax authorities have divided the forests according to cover

type or type of management; that is, coppice, noixed coppice,

and high forests, and hardwood and softwood forests. Each

group is subdivided into quality classes. During the years

1910 to 1912 typical forests of each group were selected and

average cuttings were made from them, lliese provided data

on timber yield and income per hectare. By dividing this revenue

by the rotation period and the yield, the monetary return per

cubic metre per hectare per year was found. The deduction of

tx,^vkm%m gave a net return* When these data were multiplied

by the respective forest areas in the commune, the theoretical

net annual Increnocnt for each forest resulted. This is the

Cadastral Income. The evaluation in 1910-1912 was the last

detailed one to have been made. To bring this thirty-year old

tax base roughly into line with present day values, tax authorities

multiply the cadastral income by a factor, presently ft.

The national land tax is a straight percentage of this

theoretical income. The local authorities compute their taxes

as so much extra on the basis of the national tax.

One modification of this tax exists in the tax levied upon

leased forest land. The tax for these lands falls either on actual

gross receipts less 30 per cent for expenses or on the proven



IV-137

drain*g« programs.

France

Private individual a and companies own the major portion

of the French forests - 63 per cent. The state forests account

for IS per cent while local bodits or communes own the remain-

ing 22 percent. Farm woodlots less than 5 acres in sine make

up over one -third of the. private woodlands; much of the remain-

ing two -thirds are under 25 acres in extent.

French forest tanas cosnprisa the following; National and

Local L^aad Taxes; the National Income Tax; Family Allowance

Charges; Agricultural Social Security Taxes; the Production

Tax; the Forest Improvement Tax; the Equalisation Tax; the

Sales Tax; the Transfer Tax; and Succession Duties.

A point in French taxation of interest in this study was the

use of taxation as early as 1811 to support the government's

forest policy. From that year forest owners who allowed their

forests to fully or partially mature into high forcsU had their

forests assessed at the lower values pertaining to coppice forests.

This advantage continued until 1908 when high forests were again

taxed at their full value.

The National and Local Land Taxes

These land taxes are taxes on Ac two elements of income

from land - rent of the soil and the value of the timber. The

I
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to the U.S. S. R. , the government levied a heavy progressive

tax on all property. The rcveaaes from this tax were for use

la tetUing refugees from the ceded areas. The tax was to

have run for five years and has prohably been repealed by now.

e s s • s 4i

Criticism of tiie use of a theoretical income for a tax

base in Finland runs parallel to similar criticism of the

Norwegian tax« Further, some critics claim that the use of

average values for management-cost deductions tends to en-

courage poor management. Expenditures above the average

are taxable; those below the average mean tax savings. A

recent tax revision committee recommended that the use of a

theoretical income for the income tax base, shoiUd be modified.

They suggested that the tax fall 65 per cent on the conventional

income and 35 per cent on the actual income. This compromise

suggestion approaches somewhat the Swedish tax arrangements.

Through the Forestry Commission the state grants money

to the District Forestry Boards. These funds cover the Boards*

expenses for inspections and planning. A Board may provide

loans to forest owners at low interest rates and also assistance

by supplying labour, equipment, seeds, etc. for forestry pur-

poses. Grants up to 60 per cent of the cost of certain improve-

ments may be made by the Boards. Usually these grants cover

m
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The local tax is proportional and applies to all income earned

In the community. It may not be deducted from taxable income

for the state tax.

The SUtc Property Tax

This progressive tax falls on the capital value of all

property. For forest land, the capital value is the theoretical

annual income capitalised at 3. 33 per cent. Tax rates are high

and quite steeply graduated.

The Jbcclesiastical Tax

While computed as a percentage tax on the communal in*

come tax, the money from the ecclesiastical tax is paid to the

parish.

The Sales Tax

This percentage tax on the selling price of timber (except

fuelwood) is paid if the product is sold to a retailer or for direct

use. Sales of timber for further processing or for export are

tax exempt.

The Stamp Duty on Property Transfers

All people purchasing or acquiring any real estate over

$1, 600 in value pay this tax as a percenUge of the property's

value.

The Special Compensation Property Tax

Following the loss of Karelia and parts of North i inland
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prices established. This prorides some oAiformity la assessments

for different eommuBes.

The product of the net price per tax-cubic -metre multiplied

by the site factor and the forest area gives the theoretical forest

income for the year. Personal deductions are taken from this to

obtain the taxable income. If a taxpayer receives income from

other sources, he adds it to his forest income for tax purposes.

It should be pointed out that a forest owner cannot make any

adjustment to his income to allow for divergence of his forest

from ttie standards set by the Forest Service either for yield or

quality. Nor can he make allowance for differences in costs of

administration.

The sf»te taxes an individual* s income at progressive rates;

it takes corporations at a proportional (single percentage) rate.

Business concerns handle their income from industrial activities

separately from income from forest operations. With the former,

taxable income is the actual net income received after allowing for

reasonable expenses.

Oa the sale of forest land within tea years of acquisition, a

forest owner aoust treat any capital gain as income for tax purposes.

Capital gains on sales after tea years have elapsed bear no tax.

The Communal Income Tax

The basis of this tax is the same as that for the state tax.
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^oality (praUuctivity). The valu« of the estimated sustained

Bual yield computed with current prices forms this conventional

income. The Forest Service provides the basic data which arc

used as a guide in assessing the income. A reasonably good

standard of management is assumed.

To assess a forest owner, the local Taxation Board must

know Che forest area and its site classification or classifications.

By using the appropriate Forest Service yield data, the Board

can compute the owner's theoretical forest increment. The For-

est Service also provides data which expresses the proportion

of the average forest yield that is made up of sawlog material,

pulpwood, fuelwood, etc. An owner's theoretical annua] incre-

ment is assumed to be nutde up of representative cubic metres -

Ux-cubic-itteties - of wood whose com^fonents correspond to the

percentages of difiereuL ^r«st prouucts fox the area. Thai is, a

forest may be assessed as yielding annual X tax*cufaic-metres of

wood; each cubic ooetre being M per cent sawlow material, N

per cent pulpwood, O per cent fuelwood, etc. £ach commune

sets average net stumpage prices according to a price noning

system. Hiese prices are for the tax-cubic -metre and thus are

composite prices based on the prices of the component materials

of the tax-cubic -naetre. Am owner's own extraction and operating

costs per cubic metre are used in coaoputing stumpage but only

an average cost is deducted for general adxxiinistration and

managemeht. The Ministry of Finance must approve all net

*||
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their base changed from a convenUonal income to actua* in-

come receivad.

FinlaBd

Fialaad it ajK cxtaasively wooded country. Over 70 per

cent of its land eraa lupporU forest cover. State forests com-

prise 34 per cent of the country** timberlaade and are located

in the Borttiexii and more remote districts. This percentage is

conaiderahly greater thaa that for Sweden or Norway. Companiei

own 7 per cent of the forests and individuals S7 per cent, me'-^ing

a total of 64 per cent privately owned. Churches and communes

own the remaining 2 per cent.

Finnish taxes bearing upon the forests include: The State

Income Tax; the Communal Income Taac; The State Property

Tax; the Ecclesiastical Tax; the Sales Tax; the Stamp Duty on

property transfers; and a Special Compensation Property Tax.

State forests pay comrrmnsl income taxes in fall on the

same basis as other forests in the community. They do not pay

state taxes. State-financed industries receive the same tax

treatment at ordinary Joint-stock coonpanies receive.

The State huome Tax.

For forest operations, the basis for this tax is much like

that in Norway. The authorities tax a theoretical annual forest

income found after classifying the forest according to its site

II
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The Salat Tax.

Coamimcrs in Norway pay this parccntagc tax on aU timbtr

(other ihaa raw mata rials) and paper used in the country.

The Forest ImproTemeat Tax.

This is am export tax paid by pulp miUs. sufficient to yield

a sum equivalent to 6 kroner for every cnhic metre of wood cut

in the whole country. Half the nu>ney from the tax goes into a

fund that is used to assist forest owners to carry on capital im-

provements. Any owner may request a grant from the fund up

to 3 kroner per cubic metre cut in the year in which he under-

takes the improvement.

The Transfer Tax.

This tax amounts to 1 pmr cent of the value of the real en«

tate changing Itands and is paid at the time of the transfer.

* e

As with the Swedish local real estate taat« one might criti-

cine Norwegian income taxes as sot respecting the forest owner*!

ability to pay the tax. Rather they are based on the ability of hit

land to yield an incoxne. In this regard they are not as fair taxes

as those on actual income received. Tet they may well be a good

compromise. The taxes appear to meet with general approval

from forest owners although there is some local agitation to have

I
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Th« local income tax U proportioaal (a aiagU p«rccmUge)

but ttie stato tax is progressive. The communal tax may not be

dedncted from the taxable income for the state tax.

On sales of timber land of over 2» 000 hectares Norwegian

tax officials view any appreciation in value as capital gain. It

is included with income for tax purposes. A forest owner may

claim an allowance against this tax for ttie value of Oie forest

increment which has not been cut.

Corporations treat the income received from forest opera-

tions separately from income and industrial activities. Taxable

inconae from the latter is an average of the actual net income

received in the past three years.

The Afforestation Tax.

This is a yield tax of 2 per cent on any sale of wood products

from the forest. The taxpayer deposits the money in the state

bank where it is kept in an account under his own name. After

incurring any expenses for replanting he may receive payment

for these from the funds he has paid to the bank. In addition he may

apply for a state grant equivalent to 40 per cent of such costs. The

tax is largely a device to ensure that a forest owner spends a mini-

xzuua amount on the management of his forests.

The I^aad Tax.

This is a very moderate, progressive tax of little significance.

Presumably it is based on some assessment of capital value. Few
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it computed. This approKimaU income it the act raluc of the

uMible forest increment calculated hy multiplying the aannal

sustained increment by the local current price per cubic metre

and then deducting costs of administration and operation. While

costs of operation are based on the operator's records, he takes

as his deduction for administration costs 6 per cent of the gross

valne of the increment. The net income so derived is capitalised

at 4 per cent interest to give the capital value of the forest. The

taxpayer may deduct froxn his capital value any debt on the prop-

erty as well as certain personal and family allowances. Further

adjustments are made for any surplus or deficit of mature timber

in the stand and for returns from hunting and fishixxg privileges.

The tax authorities set the conventional income at a percentage

(presently 4 per cent) of the capital value finally reached. From

this conventional income a taxpayer may take off all interest paid

on debts. The rate set for computing taxable income may by law

vary between 2 and 7 per cent.

Assessing officers check a property** capital value each

year according to current prices and working costs for the dis-

trict. That each forest is assessed individually for yield, whole-

sale unit prices, and costs must be emphasised. To be allowed

as deductions from income, expenditures must not have increased

the capital value of the forest but served only to ma intain its pro-

ductive capacity.

I
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Ju«t orer 8 per cent of the private foreiU. Almost a third of

forest holdings are lets than 250 acres in sixe; another third

arc between 250 and 2500 acres; and the remainder are over

2500 acres in extent. In general the sUte forests are in the more

poorly forested areas.

This outline covers the following Norwegian taxes: the

National iBconoc Tax; the L.ocal Income Tax; the Afforestation

Tax; the L.and Tax; the Sales Tax; the Forest ImprovexnenU

Tax; and the Transfer Tax.

State forests pay the local income tax on actual income rather

than on a conventional basis.

The National Income Tax and The L^cal Income Tax.

These income taxes are paid on a conventional income which

td each year. The annus! forest increnoent valued at

normal current prices forms the tax base. In making each assei

sment the forest area is considered as if it were under efficient

management for a sustained yield.

£ach cojciaaune handles the assesjments of land within its

bounds. A National As&essxnent Board supervises their work*

In order for the authorities to make an assessment of con-

ventional taxable income each owner must declare what is the

capital value of his lands. A close approximation to the actual

forest income serves as the basis from which this capital value
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if irregular as it must be from amall holdings. Special criticism

falls on the state capital and property tax which does not take ac-

count of the taxpayer's ability to pay his tax. However the system

does try to treat the forest owners equitably while recognixing the

government's needs for a steady flow of revenue. In doing this the

tax system appears to become too complex. Yet the degree to

which forestry had advanced in Sweden along with the detailed

forest data available make application of the forest taxes much

simpler than would seem possible.

la addition, the following grants in aid available to forest

owners alleviate somewhat the burden of taxation.

1 . Grants up to 50 per cent of total expenditures on drainage of

forest land.

2. Grants up to SO per cent and even 75 per cent of the costs

of clearing and preparing land for afforestation.

3. Grants between 40 and 75 per cent of the costs of construction

of new roads. For main roads the grant is always 50 per

cent or more.

4. Tcchiiical advice and assistance free or at very low cost.

Norway

Privately owned forests comprise about 80 per cent of

Norway's forested lands. State forests account for another 10

per cent and other bodies hold the remainder. Corporations own
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depletion claio^ receive gexieroue treatment as to rates and

deferment* company losses muet be borne in the year incurred

and may not be carried forward.

The National Tax on Property end Capital.

Tkis is a percentage tax on the value of all capital and

property in excess of $6,000. The method of assessment is to

take 1 per cent of the total value of capital and property (less

any debts) and treat it as an income. This is then taxed at

progressire rates iadepeadently from the other income taxes.

Joiat*stock companies do not pay this tax as the shareholders

pay it on the value of their shares.

The Silvicultaral Chsk^ge.

This levy is a yield tax whose revenues are used by the

Department of Private Forestry to promote ttis field of forestry.

It is a percentage tax on the xnarkct pricr paid for wood products

cut or sold on the stump. The stumpage prices used to compute

the tax are averages of the district stumpage prices over the

past four years as used in the conununal tax rates. The actua l

prices are not used.

e e o e e e 4

The Swedish forest tax legislation attempts to treat people

deriving their incomes from the forest* fairly and with due rec-

ognition of the basic features of the forest resource. There is

some criticism that the taxes are inequiUble where forest income
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When timber land is sold within 10 years of purchase the

foverameai taxes the whole of any appreciation in vmlue as a

capital gain and net as income from an accumulation of the an-

nual iacremnnt. This practice of taxing capital gain is to dis-

courage speculation in forest land.

The net taxnhle income computed Cor the local income tax

is similnr to that for the national income tax and the same dec-

laration of income serves for both taxes. Howerer, for local

purposes* receipts and expenditures for each comnnuBe are

shown separately.

The National Income Tax.

£xcept for certain differences for pergonal and tamily

deductions, the taxable income for this tax if computed similarly

to that for the local tax. It covers income front all communes.

The forest owner may deduct the local income tax from income.

This state income tax has progressive rates.

Where a company owning forest land also owns the indus-

trial establishments for the conversion and sale of wood products,

the firm must trent the income from the woods operations separ-

ately froxn inconte derived from its other activitiei. That is,

it files separate income tax returns. The state income tax on

joint-stock companies is a proportional tax. E>ouble taxation of

corporate income occurs for dividends are subject to the same

tax in the hands of the shareholders. While depreciation and
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(1) Stand comparison method.

If ttic taxpayer uses tliis method, the allowance

which may be deducted from the selling price of the

•taad is that portion of the selling price which may

fairly p«rta% to the initial volume of the stand of

timber at its acquisition. Therefore his deduction

is the present value of the initial stand. Any capital

gain which aoay have accrued to this initial volume of

timber remains free of income tax. The tax falls

only on the portion of the selling price pertaining to

the forest Incrcxnent.

(ii) Vahte comparison method.

If the taxpayer foUows this method, his depiction

allowance is equal to the initial cost value of his

timber stand. Any appreciation in value is taxed as

income along with the value of the forest increment

(if the forest has been reUined by the owner for more

than 10 years).

(iii) The Schablon method.

With ttiis method a taxpayer obtains only a conven*

tional allowance equivalent to the assessed value of

the annual yield of the particular forest for four normal

years. This is tike value found in the assessment for

the local real esUte tax. The Schablon method was

devised for use with foresU estabUshed on previously

m\

iil

•i^tl

cloar land.
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upon the nature of tlie traasectioB, ae follows:

(a)AUowaace for depletioa during ownership of the forest.

(i) Stand comparison method.

By this method the taxpayer reckons his allowance

Willi reference to changes in tibe volume of the stand-

ing timber frona ndiat it was when the stand was ac-

quired, but with BO reference to changes in its com-

position or value. The allowance granted is equal to

the cost value of the reduction in volume of the initial

forest capital. When such a deduction is allowed the

new basis for future allowances is the initial volume

and value minus any depletion previously allowed foir.

(ii) Value comparison method.

By this method the taxpayer bases his allowance on

changes in the value of his stand. If the present value

of the stand of tixnber remaining after cutting opera-

tions, is less than the initial value of the stand at its

ac^piisltion the owner naay claim a depletion allowance

equal to tibe difference in values. As this method com-

pares the present value with the past initial value of

a stand, capital gains appear as income and are taxed.

An allowance may be claimed by this method for dam-

age to a forest resulting from attack by fire, insects,

or disease,

(b) Allowance for depletion on the sale of forest property.
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costs and expenses

•

With forest operations the aim is to tax only the value

of the forest's annual increment. Therefore if this increment

is cut and sold, tax is paid upon the income received. But if

cutting should cause depletion of the volume of the iaital timber

stand when it was acq[ttired by the owner, then a depletion allow-

ance may be claimed. The owner deducts this from the returns

received for the forest products he has cut. This arrangement

is followed whether the owner cuts his own timber or sells cut-

ting rights to it. Depletion allowances may be carried forward

and aceunaulated if so desired and may be claimed when the

taxpayer feels it is most suitable. If the land and timber are

both sold« an allowance for the initial capital invested in the

forest may be claimed against the revenue from Uie sale.

If a depletion allowance exceeds the value of income re*

ceived, the loss may be apportioned to the operator's other in-

come providing the taxpayer uses the "stand comparison**

method of computation.

Depletion allowances on account of forest capital are sig-

nificant only where a known investment has been made in a

stand of timber or a known volume or value can be given a

stand at the time of its acquisition. These allowances may be

computed by any one of three different methods and a taxpayer

need not use the same method each time he claims an allowance.

The application of these different methods varies depending

n'
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country. The Service also provides the classification r»f the iMrmal

yield Into cate|;orles of produ.cts. These src accepted In the com-

munes only after study by coinpetent: tstr authorities. Well in ad-

vance of the Geatral Assessment, the j^ovcrnxnent puhUshes the

prices and costs for each county ^tiiich are to be used by the local

assessment officials. Thus there is no secrecy concerned with

any assessment.

This local real estate tax does not recognine any ability en

the part of the taacpayer to pay the tax In terms of his actual in-

come at time of payment. It must be paid whether he cuts his

timber or not. Furtharnaore, it should be pointad out that the

use of the relative growing stock factor prejudices the holding of

mature stands of timber inAiich ara overstocked. The use of any

factory greater than 1 . means the owner pays a tax on the excess

growing stock each year until It is cut. Tet despite these failings

the tax does go to great lengths to assess the forest owner accord-

ing to the ability of his property to yield income if it is managed

reasonably welt.

The Local Income Tax

This is a proportional tax levieU on all income actually re-

ceived by the taxpayer witliin the taxing commune and in excess of

the conventional Income used in competing the local real estate

tax. Therefore tiUis theoretical income is not taxed twice. Per-

sonal and family deductions are allowed k§ well as reasonable

i
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asaesaort multinly the value in (f) Vy 4 \/Z and 20 l/z.

Call thaae new raluea (p) and (i^) reapactively. The valua

(p) repraaenta th« capital value assisfi^ed to the foreat land.

The value (q) repreae&ta the capital vmlue aaaisaed to the

tiznher. Thia vmlue ia now adjuated by multiplyia^ it hy

a factor termed the '^relative growing stock**. Thia factor

noakaa allowance for deviation of actual timber afeocklag

from the normal atocking aaed in (b) and (c), and for de-

viation of actual age diatributlon for the rotation period.

The factor expreasee the actual atocking aa a decimal of

normal atocking: ita range ia restricted to between 0. 5

and 1. 4. Thus a new value (q*) ia obtained for (q).

(h) CoaopuU the local real estate tax l»aae determining a

theoretical annual income of 5 per cent yielded by each

capital value (p) and (q*). The communes levy the tax as

a percentage of Oils total theoretical inconne.

There ia a further reduction poaaible for the value (q).

It amounts to 10 per cent and is allowed for the quality of the

Stand being below nomsal for the aawtimber claaa.

It is important to note that the value of the land ia deter-

mined aolcly by the volume of timber it ia capable of producing

under normal foreat nutnagemeot. Baaed on the retulta of the

national foreat survey, tilie Swcdiah Forest Service haa (ronmputed

normal yielda and normal stands for the different arens of the
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value by calcttlatlag the value of the annual sustained yield and

capitalising it at 4 per cent. The procedure is as follows:

(a) Compute the area of forest land in hectares*

(b) Determine the normal anmisl timber yield (equivalent to

normal annual increment) in cuhic metres per hectare.

(c) Determine an average site quality class for the whole area

from data in the normal annuel yield tables provided by the

Ibrest Service. In effect, this site quality class is a weighted

average of all the site quality classes actually present.

(d) Calculate the net stumpage value per cubic metre for the

average yield of the forest. This stumpage is an average

based upon a normal composition. That is, the assessors

calculate stumpage as if every year's cutting contained a

normal combination of fuelwood, sawlogs, pulpwood, etc.

Relevant average prices are used for the different counties.

These make allowance for the distance of the forest from the

marketing points. From these prices, average costs of

operation are deducted to provide a net stumpage value.

(e) Compute the total value of the annual yield by multiplying

the area by the normal increment corresponding to the

average mUm quality class and by the net stumpage value.

(f) Reduce this total stumpage value by SO per cent to allow for

general administration and manageBocnt costs.

(g) Capitalise tiie value obUined in (f) at a raU of 4 per cent.

This is equivalent to multiplying it by 25. In actuality the
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with small holding! make up over two-third* of these owners;

compaaies a Uttie leas than one-third; the remainder are

iaatitutiona or iadividuala with Urge estates. The sUte forests

amount to about 1^ per cent of the country's forests and com-

munal forests, 3. 5 per cent.

Forest taices reviewed here include: the Local Real Estate

Tax; the Local bcome Tax; the National hicome Tax; the Na-

tional Tax on Property and Capital; and the SUvicultural Charge.

State-financed industries in Sweden operate as do other

Joint-stock companies. They pay local real esUte and income

taxes and the national income tax. State forests pay the two local

taxes but not the state income tax.

The Local Real Estate Tax

The Swedish government has based this local tax on the

assessed capital value of forest land and the timber on it. How-

ever, from the following outline of the computation of the tax

base, it is apparent that in fact the tax is a sort of income tax

with returns which are alatost guaranteed; that is it is a tax

with an income base which does not fluctuate.

m

The General Real Estate Assessment takes place every

five years. Forest land is valued separately according to its

aonxkal timber productive capacity (site quality). Assessment

of the timber is at its current value according to the actual

conditions of the stand. Assessors determine the total capital
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ChapUr IV

FOREST TAXATION IN OTHER COUNTRIES

The purpose of reviewing forest taxation in certain other

cooatriee is two-foid. First, it is to be generally informaUve

and second, it is to look for ideas and methods which might

improve the tax systems of this country and the Province of

Ontario.

It must be emphasised that few if any countries have the

constitutional franaework that Canada possesses. Certainly the

countries reriswed below are ^ite different. Tet they all do

have some democratic form of government. In many the govern-

mental structure might be likened to that of this Province. Ex-

cept for the indirect taxes levied by these countries, Ontario

could impose all the others without any amendment to the B.N. A.

Act.

This review doe s not investigate all taxes that might affect

the forests or forest industries in the countries studied. Gener-

ally, it deals only with taxation classed as forest taxation. This

applies to owners or operators of timber lands.

Sweden

I

Individuals or companies, including co-operatives, own

between 75 and 80 per cent of Sweden's forest land. Individuals
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you ugg€«t that It should do »oT

13. If tcmre of forest land is of ixnportaacc ia your answer

to question (2) why is it so?

14. What proportion of your forest holdings do you hold in

fee simple?

15. Do you feel any insecurity of tenure of Cr^wn lands?

16. Are there any other renaarks that you would care to

make concerning either taxation or tenure of forest

lands?
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5. Has your company objection to any aspect of tho taxes

it must pay? Please check and name tax.

a. Method o£ collection?
b. Tax base?
c. Rate of tax?
d. Method of assessment?

e. Tax regulations such as
depreciation or depletion
allowances?

f. Other reasons?

6. 1b your opinion are the regulations concerning depletion

and depreciation allowances for federal income tax pur-

poses reasonable? If not, why?

7. Does your company consider its annual assessment for

income taxes as a cost of doing business to be recovered

in the price of your products?

i. Can you estioiate what ratio your company's annual tax

bill (for all taxes) bears to total operating costs? To

gross receipts?

9« Do you feel there is any uncertain aspect in the present

tax system? If so» where?

10. Have you experienced any problem where tenure of your

forest lands bears upon your taxes? For example, have

you been taxed on any capital gain arising from your

holdings of timber land?

1 1. Have you any suggestions for altering any part of our

tax systems - federal, provincial, or municipal - which

in your opinion r^ight improve forest noanagement in

this province?

12. If you agree that the provincial government should share

in the expenses of management of the forests, how would
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tionn&ire on taxation accompanied by a covering letter and a

•tatnped self-•addressed retarn envelope. The questions asked

in this questionnaire were similar to those asked of executives

in the pulp and paper industries. As some questions dealt with

private matters of the connpanies, all data have been treated as

confidential and will not be published. Returns were received

Cram over a ftird of the companies polled. Generally the in-

formation given was quite full and usetai to this study.

The following are the questions that were asked in the

questioonairo:

I. Is your company operating s plan for the management of

its holdings of forest land for a coatinaotts yield ^ forest

products?

i. What in your experience are the chief hindrances to the

successful establishment of your management plans

T

S. If taxation is one factor in your answer to question (2),

why is itT

4. What taxes does your company payt Please check and

list other taxes.

a. Federal income taxT

b. Provincial incomie tax (general)?

c. Provincial tax on income from logging operations?

d. Other provincial corporation taxes?

e. Provincial land taxes?
f. Municipal land taxes?

f . Federal sales taxes?
k. Other taxes?

m\
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App<ndfat m

Aft part of th« background for this feudy, the author under-

took to dample the opiniona of men within the forcat induatries,

the federal and Ontario governments, and the universities con-

cerning their views on taxation and its relationship to forest

management. An effort was made to find out what problems ex-

isted in this field of forest taxation and how these problems had

affected both company and government forest policy. It was

necessary then to reach men who could and were prepared to

•peak on such matters.

Discussion were held with in the federal and Ontario

governments (both forest and tax authorities), with executives

of most of the large pulp and paper companies, with men in

trade associations, and with forestry and economics professors

at the University of Toronto. To supplement these discussions,

the author held conversations with men in similar positions in

Quebec and New Brunswick.

Polling the opinions of executives of the lumber industry

proved more difficult owing to the wide dispersion of the in-

dustry throughout the Province. To accompliah this, a list of

over 60 of the large sawmill operators who either owned or

leased their own limits was compiled from the Dominion Bureau

of Stntistica publication, I^ist of Canadian Sawmills, Canada

(14). To the heada of theae companies, the author sent a ques-

m
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•ifecu of tfacs« taxes arc studied for the firms ^Aich sell in

export Boarkets or tmder monopoly or monopolistic conditions.

i
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tax rates may prejudice aew iaduatrica afainst enteriaf eerteia

areas unless other inducexneats outweigh the tax differential.

The mobility of capital is difficult to assess but it is an important

factor when one tries to predict the consequences of certain

taxation policies.

Effects of the Tax and Business Conditions

If the tax results in a decrease in savings and investment,

it is deflationary to the extent that there is no offsetting in con-

sunkption, either social or individual. When production is cur-

tailed in order to maintain higher prices, the process n»ay lead

to a deflationary spiral* This is particularly so. if the effect

should coincide with a general trend towards a business reces-

sion. However. Go^e (37) concludes that when all variations

in aggregate demand aad all the indirect effecte of the tax and

government expenditures are considered, the corporation income

tax is on balance, stimulating to aggregate income. In other

than inflationary conditions, this expansionary effect of the tax

is good. However, such an analysis must take into account so

many variables and subjective estimates that no precise con-

clusions can be reached.

This analysis of the effects of corporate net income taxes

upon business enterprise, has been concerned largely with cor-

porations selling in internal and highly competitive markets.

The conclusions reached may be modified considerably if the
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aad Bfeorc ecoaocnical production processes would result from

A need to reduce costs. These may obviate price increases or

stiurmlate new businesses.

Somers ((•!) p. 224) has pointed out that curUilmeat of

capacity in industry through lack of investment wiU affect pro-

duction costs in several ways. These depend on economic

factors.

*'The reduced capacity nuiy mean higher, lower or

constant costs depending on whether long-run decreasing,

increasing, or constant costs prevail**.

Under competitive conditions prices will change correspondingly

to costs. If reduced capacity meant a reduction in competition,

prices would probably rise.

Upward changes in tax rates will generally cause business

men to review their pricing policies. Such study may indicate

that prices can be and could have been increased without fear

of a loss of markets.

Effects on Capital and Business L^ocation

Assuming that the corporate income tax is harder to shift

in tome industries than in others, (e.g. export industries and

highly competttive ones), capital may be withdrawn from one in-

dustry and invested in another which can more successfully

shift the tax. If tax rates are not uniform, capital will tend to

move to areas where lower taxes prevail. Such inequalities in

'1
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In mam, these points indicate s loss in the incentive to

invest if corporation income tax rates are too high or if the

taxes cannot be shifted. Not only this but it skeans an unfav-

ourable change in business expectations.

The value of loss offsets in minimising unfavourable tax

consequences has been pointed out above. Any reduction of

the risk in investment will have a similar value. For example,

a rapid write*down of capital expenditures will reduce a firna's

risk in recovering such investments. Business will undertake

new expansion more readily. F. Rothschild ((77) pp. 2§-26)

probably was correct in concluding that the fear of possible loss

is often more ixnportant in business decisions involving large

uncertainties than is the hope of profit. And further, a reduc-

tion in risk is more ixnportant as an inducement to invest than

is a proportionate increase in profits.

Effects on Business Production and Prices

Backward thJ^'tHg of the corporate income tax onto the

factors of production has been noted. Through the effects of

this ffi*«ft«»g on alterations in input, industrial patUrns may

change. Cheaper substitute raw materials may be used or new

ones discovered. Furthermore, employment may fall as a

result of changes in production methods. This in turn may

alter consumption habits. And so on. It is possible that new

91
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risky enUrprises ontil the Uz becomes confiscatory. Generous

offsets for losses may reduce the above discouraging aspects of

the tax,

Tet another effect of reduced returns on equity capital, is

the incentive for new investment to seek tax exempt alternatives

such as bonds or mortgages. The effect of this on business finan-

cing is apparent. Debt financing would be favoured at the expense

of equity capital. Any increase in bonded indebtedness means

added rigidity in the industrial economy and more likelihood of

bankruptcies and failures in depression periods.

As the marginal efficiency of capital is reduced by the tax,

it approaches individual and corporate marginal rates of liquidity

pr«fereace. People and business prefer more and naore to re-

tain their money in cash or savings rather than invest it. An-

other variation is for the individual to prefer to spend his money

on durable consumption go^ds rather than invest it, and finally

to spend it on non-durables. Less drastic would be a movement

of capital into investments more readily convertible into cash.

This consideration of new investment has made no refer-

ence to the relationship between savings and investment. New

money placed in industry must come from savings, from bank

credit, or (less commonly) it is created by the government with-

out borrowing operations (fiat money). If taxes reduce savings

or the rate of savings, they will tend to have a similar linked

I
I
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Eiiectm on Siac of Business

Tkc federal corporation income tax does operate in favour

of the firm with low earnings (not apecificaUy a forest industry).

Assuming net taxable incomes of $1S,000 and $100, 000 the res-

pective taxes as percentages of these incomes would be 2S. 9

per cent and 44. 3 per cent for the 1951 taxaUon year. However,

there are counter-balancing factors. It is probable that large

concerns derive their income from a wider range of sources

than do small companies. Thereby the large company may more

easily balance out looses in certain ventures against profits in

others. Furthermore large companies oiay achieve economies

of large-scale business operations.

£ffectn on ftusiness Investment, Incentives, and Financing.

Assuming that the shareholders bear all or a large part

of the corporation tax burdea, the tax reduces the return on

their investment by reducing the amount of net income after taxes.

This fact noay discourage new investment in the industry wheitit

is sought. Thereby normal growth may be curtailed. Similarly,

investors may hesitate to sink money in risky ventures - ventures

essential to keeping our economy dynamic and expanding. This

view does not account for those people who believe the opposite;

that high tax rates prejudice stable ir^fiustries. It is probable

that the venturesome investor will continue to put his money into

1. Using tax rates of IS per cent on the first $10, 000 of taxable

income and 47. 6 per cent on the remainder.
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the company's position in tbc capital market. However, the op-

posite view mifht be taken if a firm still feels able to finance

expansion from savings or temporary borrowing.

Continoous rising prices will in time greatly reduce the

value of depreciation and depletion reserves whicb s company

has built up in the past. Insofar as the corporate income taxes

contribute to these rising prices, so do they contribute to the

depreciation in value of these reserves.

Individual savings. Because prices may rise as a result of

the corporate income tax, personal savings of the lower income

groups are likely to suffer. An individual's consun&ption habits

are less flexible than his savings plans. Price increases will

be met to some degree out of savings and this may have a

secondary effect on investment plans as mentioned below.

The force of this point has been tempered in recent years

with the rise in systematic saving for retirenaent, for repay-

ment of mortgages, and for life and health insurance. In turn

such systematic saving schemies will tend to alter the pattern

of investoicnt of savings.

Insofar as an individual's dividend income n»ay be lowered

by taxation, hit savings plan may be altered. This too may in-

fluence future in/e(«tir^nt.

4Bl



m-ios

of vuch incidence of the tax could be a reduction in consumption

liy the shareholders. This results from the theory that a pert

of the individual's dividend income lost in taxes would have been

spent on consumer goods.

Effects on Wages

Insofar as the tax may be shifted backwards, wages paid

by a corporation might be reduced or held at a given level

longer than would be expected. A shift in labour away from ttie

industry may follow depending upon labour's mobility and the

elasticity of supply of labour. Reduced expenditure on certain

goods might well follow a reduction in wages.

It is possible that heavy corporation taxes might encourage

some companies to pay higher wage rates and thereby reduce the

sixe of their taxable income. However, this would mean the

companies would be less able to pay as Btmch to labour in the

aggregate. In effect they would be less able to expand their

labour lorce.

Effects on Savings

Corporate savings er Undistributed profits . Assuming that the

tax is not shifted or only partially, and tibat there is some normal

level of business saving, it scexns likely that in order to pay the

tax a company would reduce its savings to a greater extent than

it would its dividend payments. The firm would do this because

it believes that it is wise to keep dividends up in order to preserv<

i

m\
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A very imcUstic schedule is one approaching the vertical and a

very elastic schedule is one approaching the horiaontal. These

statements do not apply, however, to either the upper or lower

sections of the demand and supply schedules.

One nay hesitate to link with any tax the effects of govern*

mcnt expenditures out of the money raised from taxes. Tet

taxes and in particular the corporation income tax make such

expenditures possihle. These may have decided effects on the

demand for both consumption and capital goods. They ocuiy cause

the demand schedule in Figure I to shift to the right (meaning an

increased demand at any given price) to such an extent that prices

will increase by more than the amount of the tax. Furthermore,

production would not necessarily be reduced following ttie price

ittcraase. The shift in demand from one type of commodity to

another as result of the shift in purchasing power from the indiv-

idual or corporation to the government* will be difficult to foretell

unless Ihe bulk of the government's expenditures are known in

advance. It is possible that the government will use its tax

receipts for the retirement of debt rather than for expenditures

on capital or consumer goods*

If the company's shareholders bear all or part of the in-

come tax, a decided degree of re-allocation of income occurs.

Insofar as the •Lix: c^.^ldsra are T^ealthy individuals a levelling

of the country's income distribution follows. A minor outcome

in
"f

#1
'
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Appendix n

This appendix c<mtaiA« a brief theoretical aaalyeie of

the effects of the corporate net income tax upon business enter

prise.

iiim\

m
Effects on Demand and Coasumiption

Assuming given supply and demand schedules for a par*

ticular commodity and assuming that the tax is shifted forward

by increasing prices, a shift in demand to the left along the

demand schedule DO will occur. Less goods will be demanded

at the higher price. (See Figure 1), To restore equilibrium

between demand and supply* production at the higher price

must be reduced. This means a

shift of the supply curve to the

left - from SS in the diagram to

S*S\ A new equiUbrium £• wiU

be reached at a lower output and

at a hi|^er price. The degree of

change which results will depend

direcUy on the elasticities of the

supply and dennand

schedules. These

eUsticities set the

slopes of the curves in

the nei|^bourhood of

S and £* in the diagram.



m-ioz

way tics, per tie; poles» per pole, etc*

This note is besed Urgely on Part 1 and 1949 Sapplement

to Part I of Maaqal of Tiniber Management published by the

Ontario Department of Lands and Forests, and the brief,

Staimpage Appraisal and Timber Management, by Prof* D.Y,

Love, citod above.

I:
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When a licence or agreement is negoiiaUd for a Urge

tfanbered tract, neither the Crown evaluation nor the bid bonus

appear ae such in the final stnmpage charge. A bonus price ia

negotiated which ia to be paid in addition to the Crown dues.

These two elements only - the bonus and dues - make up the

itnxnpage charge.

To sanamarine, depending on the naanner of disposal of

the cutting rights, stuxnpage may take one of two different

foraas:

(a) When n licence or permit is disposed of at auction or

sale, stumpage consists of (i) the Crown dues which

may be adjusted at the government's discretion;

(ii) ttie Crown evaluation which when added to the dues,

sets the reserve or upset price at which the government

will accept bids; and (iii) the bid bonus which the opera-

tor offers over and above the reserve price.

(b) When a licence or an agreement is negotiated the

stumpagc cnnsists of (i) Crown dues; and (ii) the bonus

agreed upon by the operator and the goveraiaent.

Stompage charges are paid alter the tinober has been cut

and scaled (measured) by government scalers, jiates are based

on the unit of measurement associated with ^e product: i. e.

pulpwood, per cord; sawlogs. per thousand board feet; rail*

i

4il
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forest prodacts - comprises three elements today. These are

Crowa dues, the Crowa eralttatiom* sad the bid boaus. When

stompage was introduced in 1826 it was made up solely of the

dues levied by the Crowa. These appeared in a schedule stating

the rates per cubic or lineal foot for the different kinds of tim-

ber cut. hft 1827 limits were auctioned to the operator and the

Crown dues became^ in effect, the T^Bmry or upset price charged

for the wood. Over and above this the operator agreed to pay a

bonus whose sine was determined at the auction. This bid bonus

was paid as a lump mtun for many years but was later prorated

over the timber cut. In the regulations of 1866, the government

adopted the Crowa evaluation when it placed an initial upset price

on all timber berths to be auctioned ia the future. This price

was based on area and was additional to the Crown dues. At a

later date it was prorated over the timber to be cut. While us-

ually the sum stated in the regulations, the upset price could be

varied. This led to an cvaluatloa system, whereby the adminis-

tering authorities set ttie reserve price to take account of the

general atMirket value of the timber aad its location, accessibU-

itf, etc. Oace set for a timbei limit, this Crown evaluation

docs not alter. Today, when a limit is auctioned, the u^set

price inclxides the Crown dues and the Crown evaluation. The

Crown dues are the only rates adjustable during the term of

m\

the licence.

ii I



in.9^

In Um floarkct period •1></H«*|r takes place through a dutsge ia

price of the supply of goods now on hsad. Short-run shifting

takes place throogh alterations in the price of the supply of

goods expected to be produced fay existing productive facilities.

Long-run shifting takes place when prices change as a result

of changes ia productive capaidty, Somsrs ((81) 19. 1S1«153).

Incidence

Ths point of incidence of a tax is iskere its Vnrden finally

rasU, Sosaers ((SI) p. 1$3). It may be dain&ed that the tax's

incidence is never really known as it is shifted ad infinitam.

That may be true sonaetibnaes. But for practical analysis a

final resting place can usoally be found. To assist this analysis.

krket-period. shori*rua, and long-run incidence concepts have

been developed to make some allowance for time. These cor-

respond to similar phases of tax shifting. Somers suggests as-

sociating ttie idea of '*fiaal** incidence with long-run incidence.

Effects

Broad considerations of what may happen to consumption,

the standard of living, employment, iuvesUnent, savings, pro-

duction, eto. , concern the effects of a tax, Somers ((Bl) pp. 162-

163). i>h^»'Hng is an effect and there is not a sharp line between

a study oi tax incideace aad the ^fiecU of a tax. However, this

division is reasonable and helps in any tax analysis.

Sfaunpage

Stuxnpagc - the Provincial governzx&ent*s charge for its

i
I

1
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Appendix I

DefiaitioBS

Harold M. Somcrs ((SI) p. 149) kas deaacd the impact

of MOf tax as the point where that tax is imposed by law. The

federal aad prorincial corporate income taxes hare their im-

pact OB the corporation* While in appearance the gasoline tax

falls on the vendor, hy law it falls on the customer. The gas-

oline seller acts as government* s collecting agent.
•

Shifting

When a taxpayer forces some one else to pay a tax» he

has i^ifted it, Sosncrs ((tl) p. ISO). When a corporation con-

siders its property tsx or any other tax as one of its overhead

costs and includes it when setting the selling price of its pro-

duct, it will have shifted the tax or a portion of it to the con-

sumer. Thus partial or total shifting can occur.

Shifting has directions forward and hackward. When a

manufacturer passes on a tax to his customers in his selling

price, he has shifted it forward. If the price is kept constant

but the manufacturer after being taxed, buys cheaper raw

noaterials or services, the tax will have been shifted backwards.

9

ii

^i

'^!

irket'period, short^run, and long-run shifting defini-

tions are analogous to Alfred Mar shall* s market, short- run,

and long-run supply. MarshaU (($7) pp. 274-275 and 312-315).
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have considerable merit. It introdaccs •ome flcsdbility iato

•tumpage evaluation. Sixth, the problenui involved in finding

• suitable means of assessing stumpage cast some doubt on it

being a satisfactory way by 'w^ch to raise Provincial revenues.

It may be desirable to replace stumpage by some other system

based upon accepted tax concepts.
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whereby raising government revenues would be based on

accepted tax principles rather flian pricing principles? Insofar

as these questions concern this study, they will be discussed in

Chapter VL

Suxninary on Stumpage

From this rather cursory surrey of stuxniMige one may

make these main points. First, stumpage is a meti&od of raising

goveraineat revenues which has been long established in the

Province. Possibly it was first conceived as a tax but it early

became accepted as a price. Second, although of doubtful sig-

nificance, when it is considered as a price under competitive

conditions stncapage does possess the regulative aspects of any

price system of ratioaiag. Third, the Crown dues portion of

stumpage possesses some features of a tax. These dues can

be arbitrarily adjusted by regulation. Furthermore, their

reaction to short-nm supply and demand fluctu^*^ions in insen-

sitive. The importance of this point will vary as it depends

upon what proportion of stumpage is made up of Crown dues.

Fourth, treatment of stumpage as a price has created difficul-

ties as the govemzztent tried to adapt its licensing system to

present economic conditions. As a price, it is relatively

inaexible. It does not adjust automatically to changes in the

economic climate. Fifth, Stumpage Appraisal has been pro-

posed as a means of solving these difficulUes. As an inUrim

method for pricing the Province's forest products, it does

11
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the current ccoaomic climate.

Stumpage appraisal will doubtleasly add flexibility to

tkis priciaf tystcm if the period between reappraisals is

kept short. Tet this method of evaluation is not self-adjusting

either. It is possible, of coarse, that as long as stumpage is

to be included in a contract covwring a aumber of years, neither

party would wish the rates to be too flexible.

This point concerning the role of stumpage as one of the

determinants in the prices of forest products, receires further

treatment in Chapter VI«

Undoubtedly the present active interest in stumpage eml-

uation derives from the Province's insistance that the costs

of mansging Ontario's forests should be met generally from

the sale of forest productSt and from its desire to see that

the people receive full value for their forest proUucts. From

these points and the remarks made above, it is apparent that

the problem of stumpage rates is tied in with the general ad-

ministration of the forests. This study cannot go into the

question of what is the best method of administering the Crown

forests. But one may ask whether all expenditures on such

administration need t>e or should be met from stumpage alone?

In effect, this question leads to more fundamental ones. Should

the Province manage its forests as a "business"? Is there no

alternative which may be simpler to carry out - a method

ii
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true. HS was ^)olnt€(^ out kbove, that •omc coBcersui h«v« ivcgo-

tUt«d vucb tatltfs^ctory piU.|rwoodi anc- timber agreements « that

they are getting i»r>r« tha^ heir fair share of the ecoscunic

rent on prfarwury wo^d prodxicta. To thli extent atnrtipage could

jnatlfiabty be lAcreaae^ witJiont the forest industries needing to

raise the prices of their products. But again it is very doubtful

whether the increased yield which would rssolt, would go very

far in meeting the great need for hi|^r government expenditures

on the forests.

II

The speculiitivs econonnic circuznstances of the lumber and

other wood-using indu9trles, suggests that stumpage shouM be

fleidble. By lowering rates during a buiineBf recession or when

coxnpetition is extreme, Ihe government aind the people share in

the forest industry's distress and also in the cuts necessary for

busiA«sii to regain its strength.

Once the contract for a timber licence or agreement has

been signed. Crown dues remain the only element in stumpage

which may be adjusted by the government without renegotiating

the contract* And yet, the provincial authorities tend to hold

these dues stable, changing them only slowly over the years.

Therefore, stumpage, as it is now determined, appears to be

a decidedly inflexible price - particularly if the licences or

agreements arc In force for a considerable length of time.

Certalaly sUuni^kgc will AOt automatically adjust to changes in
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pcad on the forests all the revenues that it derives directly from

them • almost all of which come from stumpsge. Cetterally, the

Provincial goventmeBt» it doizsg this. But it is etill not enough.

Can stumpage rates he raised safficieatly to yield the required

revenues? tn the end the answer will probably be no.

It would be a mistake to rely too heavily upon stumpage

in raising the required money. Stumpage, because it is one of

the forest industry's prc»duction costs, i^pears in the price of

the manufactured wood product. And because the industry's

competitive position depends in large measure upon its price

levels, cheap stunapage is desirable as a means of maintaining

competitive prices. Can Ontario*! lumber industry maintain its

present position in domestic inarkets if the prices of its raw

materials -saw-logs - are raised? It is extremely doubtful if

lumber prices could be increased significantly without the indus-

try suffering loss of customers •* not only to competing lumber

industries but to producers of substitute materials. To some ex-

tent, the same conditions hold in the other forest Industries.

Increase stumpage and tiie Province runs the risk of having its

forest companies priced out of the markets. It is probably

1. Comparative wholesale prices for lumber f. o.b. Toronto, 19^2.

Ontario white pine,

D and BetUr, kiln dried - $262. OO/M. f . b. m.
Braxilian Parana pine,

D and Better, kiln dried • $i72.00/M.f.b.m.
Eastern Spruce and Balsam,

No.2and BetUr, l**x 6'* - l**xl2'*,

6* to 20* - air dried - $132.00y[M.f. b.m.
• kiln dried - $ 1 37. OO/'M. f. b. m.

Douglas fir and western henkiock
Cand Better, i*'x4'< - 1** x 12'',

6* to 20*, - rottgh.kiln dried • $166. SO/M.f.b.m.

r*>

f
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(5) Th«r« U a farther criticism which possibly is more

fimdamental. This is the reliance on a method whereby

stampsge is established as a residual yalae» what is left

after deducting from the market price of forest products,

the costs of extractioa and a conversion return on these

costs to cover profit and risk. It is a negative approach

which lays no impolsioa upon the government to find out

its own costs of production and management. Stumpage

appraisal is the antithesis of the usual business practice

where pricing policy has a close relationship with costs

within the industry. Sooner or later the Province will

have to relaU its prices to its own costs - not ihsss of

iU customers. This objection naay be tolerated, of course,

if it is understood that stumpage appraisal would be adopted

only as an interim solution to the governmLcnt's pricing

problems; a solution adapted to handle stumpage for

existing stands of merchantable timber and not future

crops.

*i

n

Ontario's forests have been sadly- over -exploited in many

areas. Large sums of money mast be spent If they are to be

restored to anything like their former state. Many people with

a keen interest in this situation have urged the Province to ez-

1. This point is not made by Prof. Love in hia brief, op. cit.

2. It is recognised that the degree of correlation between costs
and prices wUl be affected by the fmci that Ontario's forest
industries must sell their products in keen competition with
outside producers in both domestic and foreign markets.
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How«T«r» it probaUy would strcagthea the Province's

bargmiaing positioa ia tkaso aegotiatioaf - a factor n^ich

industry is bouad to fi|^t.

(3) Tho govcramoat would control profits aad ttisrsby stifle

competitive eaterprise. There is ao doubt that iadustry

will always oppose paying for anything oa a basis which

allows ttiem to make but a limited profit. The level of

profit proposed by the goverameat appears to be gener-

ous. Based oa average costs, it noay well be above

actual profits. The authoriUes feel that at preseat the

fbreat iadustry is receiviag a considerable portion of

the economic reat which should ri|^tfiilly come to the

Proviace. Ajnd ^is situation mast be remedied. Because

company wood costs would rise with an increase ia stump-

age rateSt ^^ authorities believe that more of the income

stream will be directed to the Proviace through a reduced

flow iato faderal iacome taaces.

<*i

i^i

(4) Adequate traiaed persoaael would aot be available to coa-

duct appraisal work. This is a serious criticism which

would have to b« fully met if the Proviace were to gaia

company coafidence in stumpage appraisal. It is but one

facet of the dearth of mea and wonoen trained for the forestry

profession. T«t it is a criticism of stu-n^^t appraisal

idiich could be met, for the technique can be nuistered.



m-90

a price which neU to tht Province a maxixnuxn amount of the

economic rent owing to it.

Stompage appraisal hat received considerable criticism,

especially from the operating companies. The following are five

comments which have substance, L^ve ((S2) pp. 13-16).

(1) Appraisal would be inaccurate because of uncontrollable

variables. Certainly, operation costs will vary, particu-

larly from one season to the next, la this event a com*

pany*s costs may be above normal one year and below

normal the next. Exponents of the appraisal systcmi claim

that data which have been collected indicate that total log-

ging costs can be predicted on the average with reason-

able accuracy. They further point out that the 20 per cent

rate proposed for profit and risk on normal costs, would be

generous enough to allow a profit of some kind even if ac-

tual costs may be quite high. Provincial authorities have

also indicated that they would be prepared to consider any

company evidence documented by records, that it is being

ui^ustly treated. Such evidence would then indicate whether

or not adjustments to the rates wotild be warranted.

(2) Political conniving would not be eliminated by the appraisal

method. Indeed the system would not eliminate the process

of negotiation by which timber agreements would be made.

1. The first four points only are raised by Prof. Love,
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the govnrnxnuni to Adjust Ita prices if it wished to

pLace Ontario indastries in a inore ik^ourabi* position

SA world nkarkcts.

(7) Seasitivitf of rates to changing operating conditions.

Recurrent assessment of rates would tend to keep &iem

in line with costs of opera^on which may vary as dif«

ferent sections of large timber tracts are brought into

operation. Rates would keep abreast with progress in

operating techniques.

(8) Removal of incentive to traffic in Crown timber. Crown

stumpage would closely approidmate market values for

prinaary wood proihicts. No additional margin would

exist above the conventional profit and return for risk

which might «cncourage a licence holder to sell his tim*

ber or rights to another person.

(9) Governnieat forest products selling at competitive

prices with products from private forests. The

present lUUAvoura^e position o£ private forestry would

!

be eased.

In the absence of accurate cost and market price data of

its own, stumpage appraisal does appear to be the government's

best way of ensuring a proper selling price for its products -

1 . This point is from an unpublished addendum made by Prof.

Lore to the brief Stnmpnge Appraisal and Forest Mansgrmt

l

it

.
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(3) Dlspositiim of raw material to the products it is best

suited to produce. Stmnpage appraisal of the value

of timber where it is to be used for products of high

quality under given volume and market conditions,

would discourage its use for products of low quality,

particularly if timber in snoaller sines at lower rates

can be obtained.

(4) Equitable distribution of the cost of governmental

care of the forest resource. SxceptionaUy valuable

resources would receive proportionately more care

and attention than areas whose products were low-

valued or almost worthless.

(5) Promotion of the most efficient use of the products

of the forests. By proper adjustaoent of rates, in-

dustry may be eskcouraged to use products it would

otherwise ignore or prefer to utilise only to a

limited extent.

(6) Sensitivity of rates to changing economic conditions.

Recurrent assessment of the appraisal rates would

keep them in line with current business conditions.

Any changes in the local or general econoxnic climate

would be reflected in stumpage rates. Neither the

fovemxnent nor industry would suffer at the expense

of die other, Stumpage appraisal would also permit
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from th« market vmlue th« operator** normal coata of eztractioa.

A portion of tikiia convcraion return would be attributable to the

operator aa profit and return for riak on his conventional normal

coata. The remainder will be the atumpage value of the producta,

(4) Where market values are not known for primary wood

products, the coaveraion return muat be determined by working

backwarda from the valuea of the end producta of the operator.

Allowance would be made for coat, profit, and riakfti the manu-

facturing steps involved. The authoritiea would then compute

stumpage values from the conversion return as in Sec. (3).

The full co-operation of industry in providing baaic cost

and price data, is essential to Qie success of this appraisal

scheme.

Idcpoaeats of stuxnpage appraisal claim that it should

produce the following reaulta. Love ((52) pp. 6-12):

(1) hicreased operating efficiency because of the spur

given to inefficient operators to bring their costs

into line with normal coats.

(2) Practical atandards of utilisation and operating tech-

niques. Stumpage appraiaal should indicate the econ-

omical rate at which intensive management policies

can be instituted without any sector of the forest econ-

omy incurring undue fiaaacial burdens.
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**^c proportion o£ profit of a timber operation which ia attrihu-

tablc to the growing of timber". L^ve ((5Z) p. 5),

A brief prepared by Prof. D. V. Love, {(52) p. 5). pro-

vides aa outline of how attunpage would be appraised in Ontario.

This outline ia aummariaed here.

(1) Timber authorities, with the co-operation of industry,

would compute the average costs of producing primary wood

products for a region or district. These costs would be based

upon analysis of the costs of a representative group of operators

in such districts, cbosen to provide a cross- section of operating

efficiency and conditions. If variations in conditions warrant it,

these costs may be altered when computing the average or nor-

mal costs.

(2) Assessment of any individual operator's costs for

operating his limits would be based on the pertinent regional

normal costs, adjusted to his particular operating conditions

(accessibility, topography, etc.). The operator's own logging

efficiency would not enter into this conventional calculation.

(3) Where market values are known for primary wood

products, a conversion return would be found by deducting

!• Prof. Lx>ve*s brief was prepared at the request of the Ontario
Department of Lands and Forests.

2. A detailed description of the stumpage appraisal method may
be found in Methods of Stumpage Appraisal, by Prof. D. M.
Matthews as Part Y of the Maaual ox Timber Management
published by &e Ontario Department of JLands and Forests, 1948,
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etc. , assocUUd with the forests, should be handled along with

forest maasgexneat for wood products.

Looking more closely at the model, one oiay ask maay

questions which sseni almost unanswerable today. Will it ever

be possible (or desirable) to place dollar values on the forest's

non-timber uses? How long will it be before Ihe provincial

authorities know all the costs of managing the Province's pro-

ductive forests? What share of these costs will be borne by

the forest companies? Will it be possible for the government

to conduct its forestry business In a suitably simple, decen-

tralised manner? Can it do so in a manner that will ensure

that the forests receive proper attention and yet will allow busi-

ness practices to be used? These are but a few of the pertinent

questions which must be asked. For certainly the present situa-

tion of ttie Province's forests does not approKimate that of the

model.

Stumpage Appraisal

Provincial forest authorities have sought a compromise

which would adapt their established licensing system to present

conditions and the new requirements of a forestry business.

They seek to introduce the **Stampage Appraisal" system for

evaluating stumpage. This would be used particularly where

timber and pulpwood agreements involve large tracts of timber.

With the appraisal method stumpage is a residual value. It is
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Stuxnpage under a Su»Uiaed Yi«ld For<«t Policy

If Ontario** forests were fully under management for

sustained yield, the disposal of forest products could be readily

patterned on general business practice. Jn effect, the govern-

ment would be in the business of growing wood on Crown lands.

Sach a situation presumes that the Province accepts full res-

ponsibility for the proper care and development of its forests;

that it has evolved some system for carrying this responsibility

into effect; and that it has knowledge of its costs of operating

the bttsincsa. Once in this position the government should be

able to market ita products systematically - discarding from

intensive management those areas which are sub-marginal; znan-

aging more intenaively those forests yielding the highest profit;

and holding for future market products presently saleable only at

a loss or small profit. It would be out to provide raw materials

at prices which would leave the forest industries in position to

meet competition front ol&^r co^npanies and other products.

1:

This aimplified model ignores the complexities raised

when trying to estimate the dollar values of the non-timber uses

of the forest. Aa the government is running this large scale

forestry business, it must protect these non-timber uses; they

must be reconciled with the timber uses. And their values will

have to be reflected somehow in the government's pricing sysUm.

For it seems only logical that management of wild life, recreation.
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r^mmrrm price comprised Crown duct axkd th« Crown evaluation.

The bid bonus and the Crown evaluation adjusted stumpsge to

market coaditioas. Under the latter situatioa, Crown dues alone

set the reser^re price and the negotiated boaua was used to bring

this price nearer to what the government and the negotiating

company thought the market price should be.

iiow successful these two methods have been in ensuring

that the Province obtained its proper share of the economic rent,

depends then on the level at which Crowm dues have been set and

on how closely the final contract price has approximated the

competitive market price. The one factor writhin the government's

control has been the level of Crown dues. How this has been set

the author cannot state exactly. Apparently it resulted from

some evaluation which the government placed upon the forests in

the light of the existing economic condition of the forest industries

which (a) require cheap raw resources if they are to maintain their

competitive position, and (b) the government's own expenditures

on forest administration and protection. As these costs have

moitnted with the years and with the realisation that the forests,

as a limited resource, needed better protection, the government

has insisted that they be met out of the revenues arising from the

sale of forest products. This insistence and fiie e conomic prob-

lems involved have increased the need for a business-like evalua-

tion of stumpage.
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c«rUia locality. Thereby it tried to ensure that at much a«

possible of the cconoznic rent accruing to the forest products

would find its way into the coffers of the Treasury. A reserve

or upset price (Crown dues plus Crown evaluation) further

ensured that revenues would at least meet the costs of sdmin*

istration. It is possible too, that in setting its upset price

for timber, the Province adjusted it so fliat wood which was

difficult to log becamie a commercially attractive proposition.

The introduction of the negotiation method for setting

stumpage adapted the auction system to changes in the economic

system; particularly to the rise of large and powerful forest

companies. These concerns virtually monopolised demand in

a given area and required large reserves of raw materials if

the economies of large scale production were to be maintained.

The position of Crown dues in these ne2<>^*^o<^* appears to the

author to be that of the reserve or upset price under the auction

system. Because of the indeterminate elements in the nego-

tiations, it is probable that under this method a larger part of

the economic rent would go to the purchaser of forest products

than under the auction system.

This analysis shows that the two methods of stumpage

valuation which existed under the Ontario Government's former

liquidation policy were adapted to the disposal of tixxxber at

auction and by negotiation. Under the former situation, the

i'

^
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Where etumpagc is tct by aefrotiation only one element

y be eeid to reflect present market c<mditionA - the pur-

cbaeer'f bonus price. As this method of determining etumpnge

hat been used where Urge tmcts of timber ere involved and

where only one company is concerned, the bargaining approaches

that fstaid under conditions of bilateral monopoly. Because of

this, the final stumpagc price Is indetermdnate from the stand-

point of economic analysis. Such analysis can only show within

what limits the result will Ue. The price will finally be deter-

mined bf the relative bargainiBg strengths of the govemnnent and

the negotiating company^

When considering stumpage under the early liquidation

forest policy, it should be realised that the government was not

conducting forestry as a business - unless it was the business of

getting rid of its assets. By selling its capital, the Province was

out to raise a revenue which would be considerably greater than

any costs fluit administration or protection entailed. Crown dues

were set lo\v because timber was so plentiful. By using the bid

bonus and the Crown evaluation, the gov<^rnment could adjust its

price to market conditions for wood products generally or for a

1. Bilateral monopoly - one in which a degree of aon-transfer-
ability of commoditf units on the one hand or of demand units

on the other, exists sufficient to make discrimination profit-

able between the monopolist seller and each buyer. See Pigou,

A. C. Ibid, p. 27S. Essentially the monopolist seller is dealing

with a monopolist or ttear-aEK>nopoUst buyer (moaopsonist).

1
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Stumpage under a Liquidation Forest Policy

As ttumpage today still comprises the same elements

that it did before sustained yield forestry became Ontario's

goal« the analysis of existing stiunpage valuation procedures

will be applicable to the policy under review.

When stnmpage is set at snction by tender, two elements

may be expected to reflect the present conditions of the market -

the Crown evaluation and the purchaser's bid bonus. The third

element. Crown dues, tends to move only slowly in response

to broad changes in the e conomy. Because these dues are

set by regulation, the authorities prefer to keep them fairly

stable. It is this feature of setting Crown dues arbitrarily by

regulation which likens stumpage to a tax. Areas involved in

timber auctions are usually small as also may be the companies

or operators who are bidding. Monopoly bargaining conditions

prevail; conditions which tend towards those of a discriminating

monopoly.

1. See Appendix I. p. 99 for an outline describing these elements.

2. Discriminating monopoly - ona in which the monopolist prac-
tises price discrimination between different buyers. See
Pigou, A. C. , The Economics of Welfare . 4th ed. p. 275,
In the situation described here, the Minister of Lands and
Forests may accept the highest tender offered for the limit
at auction. However, if there is justifiable reason why the

highest tender should not be accepted, the Minister may re-
fuse the tender. Such a reason might be the obvious inability

of the bidder to carry out the terms of the licence contract
because he is not eqpiipped to do so. From the forester's
viewpoint, discrimination in this manner may be Justified.
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the retiara oa resources for which Ontario incurred only the

costs of protection and edministratlon* The existing forests

cost nothing to grow. Presumably the amount of rent coining

to the Proviace would be settled by the forces of supply and

demand meeting in the market for forest products. If the gov<

emment sets its price below the normal market price, some

of the e conomic rent goes to the purchaser of the wood. To

find what ihould be the value of this rent properly owing to

the Proviace, it is aecessary to know tho costs of productioa

and maaageineat of the forests and to deduct these from the

market prices of primary wood products.

*f

One difficulty ia any discussion of stusnpage today arises

from the fact that maaagement of the forests is ia the process

of change; from a liquidatioa policy to one of maaagemaat for

aa optimum sustained yield of forest products. If this iraasi-

tioa could be effected overaight, few problems would arise ia

the treatment of stusnpage. Of the difficulty which does arise,

this much may be said: methods of evaluating stumpage which

applied under a liquidation policy are fast becoxning obsolete;

new methods applicable to a sustained yield program cannot be

expected at all times to prove adaptable to existing conditions.

However, it is possible that an analysis of methods suitable to

these two extreme situations may reveal poinU useful in solving

preseat-day problems.



It is posslUe then tliat stuxnpage coxild have been the device by

which the Provincial government obtained lor itself revenues

similar to those the imperial government exacted from the

British merchants.
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WheQier or not shimpage was a tax at its inception, it

soon came to be viewed by the govertmiettt as the price asked

for its wood products. Extracts of evidence taken in 18S8 be-

fore the Assistant Commissioners for Crown Luanda and Immi-

gration indicate that both Commissioners and lumbermen looked

upon stumpage as the price paid for the tinrd^er on the licensed

areas. Report of 1899 ((67) pp. SS and 56). And as a price, It

probably assisted in the allocation or 'rationing* of the timber

limits. At a later date, provincial revenues from the sale of

timber resources were in the minds of the men who framed

subsection S, section 92 of the B.N.A« Act. And in more

recent timi s, the coarls have adjudged stumpage collected

under the Crown Timber Act to be the ^i>*ice that the govei-nment

charges for the mmlt of lis forest products. II is this ^iinciple

by which the Province today sets its stumpage rates.

In theoretical terms, stumpage is largely the economic

rent accruing to the Province for the products of its forest lands;

1. See Chapter U, p. 24 above.

2. In re Hardy footnote p. 39 above,
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Stumpage in Uic form of Crown du«« datcf in Ontario from

the year 1826. ' In the light of later developments it is inter-

esting to speculate whether the government of that day viewed

stumpage as a tax or as a price. The use of the terms "such

rates and duties'* and "exaction of any rate hereby imposed"

would seem to izidicate that the authorities may well have con*

sidered stumpsge as a tax. The licensing systen then inaug-

urated. was introduced as a reform of the old monopoly charter

or liceace system. Under this charter^ system, the ijcnperial

government granted certain English merchants rights to cut in

Crown forests in order to sux>ply the Royal Navy with spars

sad tinrdbers. These merchants designated certain Canadians

as agents ^uribo undertook the logging operations. This system

was grossly misused and corrupt. The new licensing method

provided a means whereby any individual could earn his living

in the lumber industry, ^ Report of 1899 ((67) p. 49).

1. For an explanatory note on the composition of stumpage, see
Appendix I, p. 98, below.

2. See Chapter II, p. 16, above.
}. Extractn from the pertinent paragraphs in the proclamation

of 1826 are as follows:
**We have thoaght fit to order and cirect that .... it shall

and may be lawful for all our subjects inhabiting our Prov*
inces of Upper and Lower Canadu« freely to enter into our
woods aai forests la such parts of our said Province of

Upper Cenadm . . . and to cut and carry away such oak and
pine Umber as may be fit for the purpose of exportation.

"Provided always . . . that in consideration of the author-
ities and pcrmissioa hereby given, the several rates and

<1ut!es hereinafter specified shall be paid to Us .... which
duties are to be paid in lawful money of our said Province
of Uppor Canada, end to be levied and received by such
persons as We shall appoint . • •

"Provided always, . . . , that all persons properly author-

ised by or under Our license granted in manner heretofore

used to cut timber in Our Said Province shall be permitted

to carry away and export same . • • without the exaction of

any rate hereby imposed .

.

ti



in-76

operator faUed to work his limit. In 1851, thU anggestioa

wa» incorporated In the c rown timber regulatiozi. Report of

18^9, ((67) p. 79 and 82). From theic regizlatioas, one may

interpret ground rent to have been charged to prevent any

monopoly of timber limit* and as a penalty for an operator

failing to work hit limits.

The sitoation today is quite different. Ground rent ap-

pears to serve nocther purpose than to raise additional pro-

vincial revenues from the forest resource. It captures a

portion of the economic rent for the forests accruing to the

government. As rents are only nominal, the yield hardly

amounts to 2 per cent of the annual timber revenues,

Ontario ((69) p. 10).

As ground rents have become quite insignificant, they

may be adjudged as being little more than nuisance charge*

today. They bear no relation whatever to an actual rental

value for forest land. In fact, under present circumstances,

it is very doubtful if such a rental value could be calculated.

One may well ask for what reason are such rentals retained?

1. Ground rents for the fiscal year ending IMarch 31, 19S0,

totalled $112,000 - 1. 66 per cent of timber revenues.
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proportion of forest ftr«s in the Province result from smokers

sad csmpert Ontario ((69) p. 48); that is, trsvellere in the

woods. The companies cannot be responsible for all these

people nor for many of the others who cause fires. For on an

average over 7$ per cent of forest firee in OnUrio are the

result of human action. These are strong points in the forest

operators' arguments that they are already paying their share

of protection costs and that tax rates should not be raised

further. At their present level, these taxes seem to be no

great burden on the companies; (the survey of executive opin-

ion mentioned previously indicated no dissatisfaction with present

rates. )

.

In giving consideration to the annual ground rents paid

by licence and agreeuMtnt holders under the Crown Timber Act,

it is interesting to note the purpose for which these rents were

initially charged. Evidence given before a Select Committee of

the I^egislatare in 1849, Report of 1899 ((67) p. 68), showed that

some lumbermen were nwnopolising timber limits along the

Ottawa River. Hie Concmiittec in its second report suggested

that an annual ground rent be charged for each square mile of

a limit and that this rent be doubled for each year in which any

1. A weighted average for the 7 years 1943-1949 show 4S.4
per cent of fires were caused bf smokers and campers; 32.

1

per cent by other human agents, and 22. S per cent by lightning

and unknown causes.

11

il>
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make up an adequate management unit. The initial exemption

from tax of $50, 000 of the estate** value, reduces still further

the chances of aay misfortune as postulated. However, certain

features of the British estate duty having a bearii^ on this

matter ini|^t well be incorporated in the federal and provincial

1

acts. These are described in Chapter lY and discussed fur*

ther in Chapter YI.

As mentioned in Chapter II, the Province's fire protection

taxes under the Crown Timber Act and the Railway Fire Charge

Act are further examples of taxes levied to pay for certain

benefits. Forest fire protection is a costly undertaking which

is shared by the forest industries and the government. By pay*

ing this tax the companies are doubtless kept aware of the costs

of the protection service.

While the companies may seem to benefit most by the

service, the people of Ontario also have a large interest in

their forests which must be guarded. It has been said that the

actual costs of fire protection are not more than three quarters

defrayed by the protection tax revenues. Because logging opera-

tinns create hanardous fire conditions in the forests, people

claim the companies should pay still more of the costs of pro-

tection. Tax rates were doubled in 19S1. Granting the high

hanard that logging slash creates, it is stiU true that the largest

1. See pp. 145 and 187 below.
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many years. Forest industries may dain a refund on the tax

they pay on gasoline used hy unlicensed vehicles in logging

operation.

Licences and Fees

The licences and fees listed in group four are of aeg*

ligible importance to the forest industries. The licensing

systems of which they are a part do provide the Province with

means of controUing malpractices in the pertinent fields. The

fees help to offset the costs of regulation.

Miscellaneous Taxes and Charges

Succession duties (both federal and provincial) are taxes

based on the value of a man*s estate at his death. As such it

is one form by which capital gains are taxed in Canada. If

these duties are of any significance to the forest indusUies,

they are so only to firzns which are managed as single proprie*

torships, partnerships, or private (family-or closely-held)

corporations. If on the death of the owner, partner, or major

shareholder of such a business, the succession duties on his

estate cannot be met out of liquid assets or income from the

estate, the company or part of it may have to be sold. In

theory, such an event might upset a sound program for manage-

ment of a company's forest assets, bk all likelihood such cir-

cumstances will not occur. Firms of this class are usually

sjooall, and few small forest companies have enough forests to

IIP
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as the 15 per cent tax oa automobiles.

Insofar as all the excise taxes paid by industry appear as

part of a £irxn*s costs of production, pyramiding of these taxes

docs occur. As the sales tax is levied at the production level

rather than the retail level, there seems no way of avoiding such

pyramiding without so complicating the tax structure that it be-

comes unwieldy.

While sales and excise taxes may possess many bad features

in theory and in practice, there seems little likelihood that they

will be dropped from our tax system. They bring diversity and

stability into the system at the expense of making it somewhat

•igresaive in its effects. For the fiscal year 19S2»53, they are

expected to yield to the federal gdvemm^nt some 20 per cent of

its tax revenues, Abbott, ((3) budget speech).

The Provincial gasoline tax is a retail aaies tax t»ased in

theory upon the benefit principle. People who use the highways

help to pay for them by way of the tax. The tax is lucrative and

easy to collect. In the year 19S0-51, it yielded over 36 per cent

of Ontario's t*x revenue, Ontario (70). There is little doubt

that the tax will remain part of the Province's tax system for

!• Pyramiding of a tax occurs if the tax appears in the price of

any of manufactuerer A*s goods which are used by manufacturer
B. B*s goods are also taxed. Therefore part of the tax on B's
gootis may be said to fall on iXie cnx levied on A*8 goods. And
so on. Another result of levying a tax at the manufacturer's
level which is called pyraxxiiding occurs when the retailer places

his mark-up on the wholesaler's price which includes the whole-
saler's mark-up on the manufacturer's price plus the s^les tax.

Thus the final purchaser pays a sum greater than the tax as a

result of the mark-ups on the anK>unt of the tax.

iir
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upon the Und*t capacity to produce timber and, thereby, income.

Consiimpiion Taxes

Th« federal sales tax is a manufacturer's excise tax,

normally levied on goods made in Canada and on the duty paid

value of imported goods. .The manufacturer collects the tax on

domestic goods* Along with certain articles, equipment used in

logging and machinery used in majiufacturing processes bear no

tax although spare parts do. Therefore the forest industries

would pay the tax only on such items as would not fall into the

above categories.

One feature of the sales tax can be troublesome. As the

tax Ml a manufactux'er's own products is collected when they

leave the factory, he must finance the tax payment until he can

collect it from his customers. If certain oi these customers

fail to pay, the producer is out the tax money. His only consoia*

tion (in this regard) ia that his reserves for bad debts are free of

iacome tax! As building materials are exenxpt from sales taxes,

tliis problem is not of great importance to the lumber industry.

Because this study regards taxes from the viewpoint of the

forest business man, no account will be taken of other bad features

in the sales tax which strike the individual hardest.

The forest companies pay certain other excise taxes such

1. II George VI, Chap. 60, as amended (Canada) Schedule IIL

For reference see Canadian Tax Reporter, Vol, lA. pp. 9351

9353. Toronto, C.C.H. Canadian Ltd. , 1951.

'4
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assessment practices can be remedied and local tax systems

can be diversified. EquaUsation of assessments within the

larj^er municipal jurisdictions will remove many inequities.

It may be possible through reforms in assessment procedures

eventually to swing local taxation over to a basis which takes

account of a taxpayer* s ability to pay his taxes. But the pro-

cess will be slow.

The Provincial land tax substitutes in unorganised town-

r

ships for the property tax in organixed regions. It is a property

tax closely akin to the municipal levy. Because few corporations

own any forest Itnds in fee simple or lease other than Crown

forested lands in townships where the tax applies, it has little

significance. Furthermore, the Province has placed only a

nominal and uniform assessment upon forest lands. The tax

yields the province only a few hundred thousand dollars annually,

Ontario ((64) p. 4),

Tet it should be pointed out that the present iorsA oi the

tax is bad - especially from the viewpoint of forest owners.

The valuation of forest property is based upon its sale value.

Forest property or land Is deemed to include the standing timber

upon it. Thus assessments could increase as an immature stand

grows older and more valuable. This factor could lead to an

area being logged before the timber on it had reached its best

value. A remedy to this situation would be to base assessments
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The tax on paid*up capital is much more successful as a

revenue producer and yet is rather insignificant whem compared

to the corporation income tax. While simple to administer,

the tax takes no account of a corporation's ahility to pay the tax.

What revenue it produces generally will he stahle. Because the

tax rate is low, It Is doubtful if the tax's faults cause corpora-

tions any hardship. We iTiay then expect it to remain upon ^e
2

statute books for some time yet.

Mttnicipal and I^and Taxes

The municipal business and property assessments are

both taxes of long standing in the Provinca. They form the

backbone of znonipai finance, x^roperty values have bean esta-

blished with the expectancy that these taxes will persist in the

local tax systems. Therefore there seems little use inveigling

Against the taxes* regressive nature, against the heavy fixed burden

Ihav piacs upon business, and the narrowness of the base from

wkich to draw the bulk of local finances. For andoubtedly the

taotes are very suitable for local administration and are com-

paratively simple to operate.

ffll

If there is little hope of abolition of these municipal taxes,

there are great possibilities for their improvenoent. Poor

1. Ibid. Of total tax revenues for the year ending March 31, 1951,
Ontario raised $2, 100,000 from the paid-up capital tax and

$6S, 900, 000 from the corporation Income tax.

2. Both the place of business tax and the tax on paid-up Capital

are to be suspended under the Aug. 1952 Federal-Ontario tax

agreement.
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process of shifting. For example, if corporation taxes paid by

Ontario companies arc much above those paid by other companies,

the Ontario concerns may have to absorb the tax differential under

-which they operate. An Ontario firm might possibly pats on the

whole tax in Ontario markets but only part of it in outside markets.

However, it does ^e^xn safe to conclude that the forest industries

are quite successful in passing on these taxes. There is little

complaint against them, ^hile this may be the condition today,

it does not mean that these taxes covild be increased without

•tress upon industry. They represent a fairly rigid element in

company costs. Nor does it mean that the taxes are without fault

in their structure, basis or application.

While no attempt will be made to discuss each tax in detail,

some comment at this point seenas desirable in order to suggest

possible avenues for future study. These following remarks are

brief.

Provincial Corporation Taxes

The provincial place of business tax has little to recom-

mend it save simplicity of operation. It is ineffective as a pro-

ducer of revenue, Ontario (70), and has become nothing nnore ,

than a nuisance t&x. It should be repealed.

1. Of a toUl tax revenue of $177,800,000 raised by OnUrio in

the year ending March 31. 1951, only about $900,000 or 0.5

per cent came from the place of business tax.
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r»te applied to l/ 10 of the concession srss.

(ii) Fire protection charge - at a rate of $12. SO

per square mile: payable on all lands held

by licence, lease, or agreement under the

Act.

(c) Railway fire charge - annual fire protection charge

of $1Z. 80 per square mile paid by all owners or

tenants of any railway lands.

Except for the succession duties (which are discussed separ-

ately below) tt&ese taxes and charges fall directly upon the com-

panies. AU or alixu>st all their incidence will probably be upon the

final consumer of the large number of forest products. For these

taxes and charges are considered as indirect costs of doing busi-

ness and companies make every attempt to recover thena through

their price and sales policies. One further important poiati all

these taxes except succession duties are deductible when computing

taxable income under the federal and provincial income tax acts.

Thm degree oi shifting which will occur, will naturally be

affected by many of the same variables that were discussed in the

section on the incidence of corporation incozne taxes. These include

general business conditions, competitive prices of similar or sub-

stitute products, the degree of local monopoly exercised, the sine

of the tax, the flexibility of price schedules, and so on. Further-

more, the fact that municipal and provincial taxes are levied on

corporations within these limited jurisdictions, may hinder the
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companies - fees vary depending on form of

capitalisation and amount of capital stock. The

an^inimmn fee is usually $100. 00. Small addi-

tional fees are charged for filing required docu-

ments, supplementary letters patent, etc.

(b) Provincial licensing of saw mills and pulp and

paper mills. Annual licence fees rary: majd-

muxn charges are $10. 00 for sawmills with over

SO, 000 board feet daily capacity, and $50. 00 for

pulp and paper mills with orer 50 tons daily capacity.

(c) Motor and commercial vehicle licences. An snnnal

provincial charge, the amount of which depends upon

the class of the vehicle.

(d) Provincial land transfer tax - an amount equal to

l/S of 1 per cent of the purchase price or consid-

eration paid for land. Minimum tax is $2.00 for

patented lands or leases from the Crown.

(S) Miscellaneous taxes or charges.

(a) Succession duties - these are significant only

where a company is a private or family-held cor-

poration.

(b) Annual charges under the Crown Timber Act.

(i) Ground rent - at rates for timber licence

holders of $5. 00 per square mile and for

pulpwood agreement holders at the same

IK

111
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equal to 60 per cent of the assessed value of the

real property occupied by the business.

(b) Municipal property tax on lands owned by the

manufacturing concern • at local rates on the

assessed vmlue of the land.

(c) Provincial land tax on lands owned or held under

a lease or licence by a corporation and situated

in an unorganised township. A company pays no

tax on interests in lands granted by licence,

lease, or agreement under the Crown Timber Act.

The tax rate is 1 per cent of the assessed value

of the land. Assessments are nominally set at

$4. 00 per acre.

(3) Consumption taxes.

(a) Sales and other federal excise taxes at current

rates. Where applicable companies pay these

taxes on goods they purchase. They pay no sales

tax on mill muachinery or equipment used in logging

operations.

(b) Gasoline tax - a provincial tax equal to 11 cents

per gallon of gasoline purchased.

(4) Licences and fees.

(a) incorporation fees of federal or provincial

1. Revised Statutes of Ontario, 1950, Chap. 24, S. 6 (l)e.
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author to go into all these factors as they might pertain to the

forest industries.) The general theory concerning the usual

Impact and incidence of most of these taxes is well defined in

fiscal literature. As many of these are fixed costs rather than

variable, tticir effects upon the forest industries can be fairly

well surmised - particularly as they may concern the practice

of sound forest management. Therefore the taxes listed below

will receive anly summary treatment regarding impact, incid-

ence» and effects upon the forest industries in Ontario.

Possibly one or more of these taxes may have an unfortu*

nate cumulative effect on some portion of either the sawmill or

the iMilp and paper industry that is located in a certain locality.

Detailed analysis of these taxes should be deferred until such

special problems arise, at which time all relevant factors may

be given thorough study.

The taxes to be considered in this section may be grouped

as follows:

(1) Provincial corporation taxes.

(a) Annual tax of 4>30. for each place of business*

(b) Annual tax of l/ZO of 1 per cent of the paid-up

capital value of a corporation.

(2) Municipal and land taxes.

(a) Municipal business tax for manufacturing con-

cerns - at a local rate on a business assessment
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little or no attention to the purpose o£ the prevailing high federal

tax rates or the rcsnlta of present heavy government expenditures.

The inconveniences and increased costs of carrying on business

under these conditions may be but a small price to pay for mili-

tary preparedness. The forests and forest industries have an

integral part to play in this important prograxn. Foresters and

people sincerely interested in the state of the country's forests

may with reason ask whether our governments are directing

enough attention to ensuring that the forests will be able to con-

tinue playing their vital role in the years ahead. For keeping the

forests in a properly managed condition is one phase of prepared*

aess, one which cannot be improved quickly in the event of war.

Therefore, fiscal practices should be adopted which will meet the

requirenaents of forestry as well as the over -all financial policy.

Other Taxes

It is difficult to assess the importance to the forest indus-

tries of taxes other than those paid on corporation income. These

companies, like others in the Province, contribute to the Provin-

cial and municipal treasuries through a multiplicity of taxes,

licenses, fees, sad duties. The significance of any one of these

in the costs of a particular company may depend upon the com-

pany's sine, its capital structure, method of conducting business,

purchases for the given year, the rate of tax, the tax base, and

so on. (Naturally it was not possible, nor desirable for the
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Cl«arly the federal regulations have been designed to put

the mining industry in an attractive position in the investment

market. A great deal of the risk in this speculative field has

been removed by the federal government's actions. It is under-

standable with what envious expressions men in the speculative

luniber industry view such tax concessions. With a more de-

tailed study of the net results of the special provincial legisla-

tion with its deductions and special tax rates for mining com-

panies, it is difficult to say whether or not they have received

more favourable tax treatment than the forest industries.

Favourable Effects

Many adverse effects of the federal and provincial

corporation income taxes have been brought out in this section.

On balance one should note that if tax rates were held constant

over time, tax returns would follow fluctuations in the business

economy; lesitaxes would be collected as profits fall and more

when profits rise. This would tend to damipen such fluctuations

and be a stabilising influence in the economy. This influence

is increased still further by adjustments in the tax rates which

follow swings in the business cycle.

a e e a a a

ii >

\i\

The above analysis of the effects of the corporation income

tax on the forest industries applies to a post-war period with a

decidedly inflationary trend. Furthermore, the analysis gives
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*f
prospcctiiif and exploration expenses or such smaller amount as

the Provincial Treasure.? will allow. All expenditures on devel-

opment of a mine until it is producing or is abandoned may be

deducted wi&en the mine comes into production or is abandoned.

Depletion allowances may be granted to operators of oil

and gas wells. These are at rates agreed upon by the Treasurer.

However, operators of mines may claim no depletion allowances.

Mines which came into production during the years 1944 to 1952 in-

clusive were permitted for the three years after they commenced

production, to deduct from the tax payable on income from the

mine, an amount equal to 50 per cent of the tax. The author has

not been able to ascertain whether the Province will extend this

provision to include the years 1953 and 1954 as the federal govern-

ment did with its somewhat similar tax exemption.

Mining companies receive further favourable tax treatment.

IBning income below $10, 000 is exempt from taxation. The tax

rates are progressive on income over this amount: from $10, 000

to $1, 000, 000, 6 per cent; from $1, 000, 000 to $5, 000, 000. 8 per

cent; and over $5, 000, 000, 9 per cent. These compare with the

tax rates of 7 per cent on the first $10, 000 of logging income and

9 per cent on such income over $10, 000; and 7 per cent on in-

come from other sources which are paid by the forest industries.

e e e e e «

l|

I
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this allowaacc which must be satisfied.

Anotlier •peclai allowance may be claimed by operators of

the metalliferous and industrial mineral mines. If the mine cajne

into production during the years 1946 to 1954 inclusive, income

from operation of the mine is exempt from taxation for three

years from the date production began.

Furthermore the shareholders in mining corporations may

claim deductions from their personal income in respect of de-

pletion in the mine or wells from which such income derives.

Depending upon what proportion the company's income from min-

ing is of total income, this deduction varies from 10 to 20 per

2
cent of the dividends of the corporation. In the event of a

distribution of such a corporation's undistributed profits, an

individual may claim a deduction of 20 per cent of such dividend

value.

Provincial Regulations. The Province of Ontario taxes income

of mining coxnpanies under the Mining Tax Act, not the Cor-

porations Tax Act. When computing taxable income, oil and gas

companies may deduct the year*s expenses for exploring and

drilling from income for that year. Mining companies may

similarly deduct an amount equal to the aggregate of their

!. The hicome Tax Act, op. cit. , section 74.

2. The Income Tax Reguh&tions, op cit. Part 13.

3. Revised SUtutes of Ontario, 1950. Chapter 237.

1
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Mining Regulations

Federal KegttlAtiona , Operators of oil or gas wells, base and

precious znctai mines, and industrial mineral (non-bedded de-

posits) mines when computing their income, may deduct for

depletion 33 1/3 per cent of the profits for the year, which may

reasonably be attributed to the production of the well or mine.
1

This means that the value of the product upon which depletion is

based, is the current value and not the initial cost value. It

may be argued that it wotdd be difficiilt to estimate accurately

the volume of oil or minerals in a well or mine when it is first

proven. And therefore it is impossible to prorate the costs of

acquisition over this volume in order to establish a depletion

basis. Yet the use of the present value of such products as

represented in the comf>any*s income, rather them the value

when operations commenced, seem« s significant departure

from gsneral practice.

In addition, operators of coal mines and of the mines

mentioned above, may claim an allowance equal to 25 per cent

of the costs attributable to prospecting, exploration, and

development oi the mine before it comes into production in

2
reasonable quantities. There are certain qualifications to

1. The Canada Gasette, Part II, Statutory Orders and Regulations,
Vol. 84, No. 5-53, Dec. 28,1949. The Income Tax Regulations,
P. C. 6471 as amended. Part 12. Cited hereafter as The In-

come Tax Regulations.

2. Ibid.
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it! capital value may have appreciated considerably hy the time

it it logged. This appreciation in value is a capital gain ac-

cruing to the operator. However, if he logs the land, Oic capital

gain appears as income and is taxed because the depletion al-

lowance is based upon cost value, not present value. Yet the

governments claim that their income taxes are taxes on inconae

and not on capital gains. One must condemn any suggestion by

tax officials that if an operator wishes to avoid the tax on capital

gains, he should sell his timber en block on the stump or sell

the linnit outright. Such action could seriously disrupt or nullify

any long-term forest management plans which the operator may

be trying to carry out.

1'

Tax authorities may claim that to change the method of

calculating forest depletion in order to correct this situation,

would be unfair to all other industries. This rigid attitude ig-

nores the preferential treatment already accorded the mining

companies. It ignores the need of flexible regulations which can

be adjusted to meet extraordinary situations. Such a situation

exists in the present period of transition of the forests from

liquidation to sustained yield management. These problems

and suggestions for improvement in depletion regulations are

dealt with in Chapter VI. A few highlights of the present federal

and provincial regulations as they affect the mines conclude these

remarks on depletion.
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balance method for computing depreciation has meant some extra

work for industry. Owing to the fact that many companies use a

straight line method and tiiat many use higher rates of deprecia-

tion than allowed by regulation for tax purposes, tax returns by

corporations must be acyusted to bring the valuations of fixed

assets appearing in company statements into line with those

allowed by the government. Opinion varies on whether this is

a simple operation or not. The Ontario govenunent which used

to recognise the straight line method for depreciation, has now

agreed to accept reducing balance valuations based on the federal

government's rates. This should simplify matters of tax returns.

'^'

Depletion

Many men in forestry believe that the deductions which the

federal and provincial governments allow for forest depletion,

are unsatisfactory. And their complaints seem quite reasonable,

particularly where timbcrlands or licences have been held over

long periods of time. By regulation, depletion allowances that

are deductible from taxable income, are based upon the initial

cost of the timber. If a timber limit has been held many years.

1. The author believes that depiction allowances for capital

invested in timber lands are comparatively less important

than depreciation allowances in respect of other capital costs.

This is because, generally speaJdng, the majority of timber

lands now leased from the Crown did not require payment of

any lump-sum bonus for their acquisition. Furthermore* it

should be noted that this discussion of depletion allowances

does not concern similar allowances for company expenditures

which have been capitalised. It concerns only capital costs

incurred in the acquisition of timber lands.
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federal income tax rate to include the 5 per cent rates of the

agreeing provinces, Ontario provides an allowance at the previous

5 per cent rate to corporations for taxes on income earned in the

agreeing provinces. 1

Where companies having head offices outside Ontario opera-

te establishments in Ontario, the income of these establishments

is taxed. The province taxes the company's whole income and

then allows a deduction equal to the Ontario tax on income derived

outside the Province. In effect, only income earned in Ontario is

taxed.

Quebec has similar income allocation procedures as Ontario

except that it does not provide for allocation according to account-

ing records where this is possible.

It is apparent that any tax difficulties arising out of differ-

ences in allocation methods for income could be consideraMy

eased if all provinces and the federal govemioent used the same

allocation formulae.

Depreciation

The majority of men in the iorest industries consider as

reasonable the federal and provincial regulations concerning

depreciation allowances. Ottawa** adoption of the reducing

1. 1 Elisabeth U, Chap. 13 (Ont. ) Sect. 2 (IS).
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equal to a tax at the OnUrio rate on the outside incoxxie. If the

tax paid to the outside juriadiction is less than this amount,

the lesser sum is deducted frona the Ontario tax. "When this

occurs as it does in Canada, the company would pay to Ontario

a tax on its outside income at a rate equal to the difference in

the Ontario and outside rates.

If the company's income can be divided accurately between

tax jurisdictions on the basis of the company's accounting records,

this basis may be used in Ontario. When accounting records do

not show the proper division formula methods must be used.

Until Mr. Abbott, (3), recently requested the repeal of corpor-

ation income taxes in the provinces under tax agreements with

the federal government, the Ontario allocation baais differed

from that prescribed by the uniform acts of these provinces.

These provinces allocated income in the ratio that the

gross sales and the salaries and wages of the outside establish-

ment have to the total gross revenue, and salaries and wages

of the corporation. This formula differed from the Ontario one.

Therefore, it was possible that allocations could be different

under the two and s corporation might be doubly taxed on a por-

tion of its income. Since Mr. Abbot's new adjustment of the

1. The problems created in allocating corporate income to its

proper situs for tax purposes which are discussed here, will

be largely obviaUd when the Aug. 1952 tax agreement between

the Federal and Ontario governments is ratified.
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do suffer in the squetse.

There U little doubt that prices for forest products hsve

risen during the pnst few yenri as a result of the increasing

impact of corporate taxes. Would it be wrong to suggest that

the increasing necessity for government financing of low -cost

housing results in large measure from high tax rates? Further

problems created by this rise in prices for forest products -

problems too complex to be discussed in detail here - are tiie

improved position competitive foreign forest products gain in

the Cana dian markets and the less favourable position Ontario

producers must accept in foreign markets.

Allocation Formulae

Formulae for allocating income for provincial tax pur-

poses have raised some problems and caused some injustices

to occur. Where a forest company's (or any other company's)

head office Is in Ontario and it operates establishments in

another province or country, the Ontario government taxes the whole

of the company's income and then to avoid inequalities, provides de-

ductions from the amount of the tax. These deductions are based

on a division of the company's income between it's Ontario and its

outside establishments. When possible, income is allocaUd in the

ratio that the company's gross sales in or gross revenues from the

outside establishment bear to the corresponding total sales or total

revenues for the company. The maximum tax credit allowed is
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panics calculate their logging income according to a formula

deviaed by the federal Department of National Revenue in co-

operation with the Ontario government. These authorities con-

sider the formula to be fair, even a little generous, although a

different opinion is held by executives in some of the pulp and

paper companies. As it is such a new tax, there is little evi-

dence of any particular effects which result from it. No other

province levies such a tax.

Inventories and Uninsurable Kiska

Large inventories of logs, pulpwood, or seasoning lumber,

characterise the forest industries. The inventory turn-over

period generally exceeds 12 months; in some instances, pulp-

wood takes two years to reach the null from the forest. To

cover these inventories and customer credits at present high

prices, the forest industries require large amounts of working

capital. Furthermore, the long turn-over period may see hopes

of profits dashed by serious price decreases for end products.

These concerns try to meet such uninsurable risiLS by accumu-

lating reserves against marketing losses. And it is in their

efforts to maintain adequate working capital and reserves that

the forest industries keenly feel the effects of high corporation

income tax rates. It is the opinion of many in lumber and pulp

and paper that the margin of profits left after taxes is too small

today to meet all these requirements as well as the proper

claims of shareholders. It is possible that inventory reserves
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rates for 1952 and succeeding years, the 5 per cent provincial

tax would be included In the federal rate. The agreeing provinces

have been asked to repeal their corporate income taxes. A deduc-

tion of 5 per cent is allowed taxpayers in those provinces levying

corporation income taxes; i, c. Cuebee and Ontario. Yet while

corporation income tax rales in the central provinces are higher

than elsewhere in Canada, they seem to have been offset by other

advantages of doing business in these provinces.

Tax oa L.ogging incoiae

The federal governxnent allows as a deduction from a tax-

rer*s taxable incoine, the tax paid to a province on income

from mining or logging operations. It provided this deduction

primarily to allow the provinces first option on income derived

from these sources. This was in recognition of the provinces'

rights as custodians of their natural resuurces under section 92,

sxxbsection 5 of tiie B.N. A. Act. The deduction was not provided

in order to favour the forest or mining industries in any manner.

In 1950, the i rovince of Ontario increased its tax rate from 7 to

9 per cent on such logging income in excess of $10, 000. By this

measure, the province captured almost all the relief any forest

industry might claim under the federal allowance. The compu-

tation of "income from logging operations" by companies which

convert the products of their own woods operations, raised some

problems. The Province has agreed to accept the federal gov-

ernment's assessment of what such income should be. The com-
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The desirability of maintaining an adequate rate of corporate

savings is apparent. Business executives like Fowler have

testified to the difficulties which they face in spreading net

profits out among taxes, dividends, and savings. Taxes, they

claim, do not leave an aitwunt sufficient to provide for both

savings and dividends at suitable rates. How valid these claims

are, is diflicult to Judge. Certainly the record of investments

by the Urge forest industries during the past five or six years

is impressive. One may question with what importance these

industries actually rate their forest investments. There is

some evidence that when forest executives speak of investments

in their companies, they are thinking in terms of plant expansion

mad improvenaent. The forests themselves seem to rate rather

low. One further point is difficult to assess. That is, to just

^R^at degree the present complaints against tax rates, are a

natural product of the present expansionary economic situation.

Would there be enough money for investment even if there were

no corporate income taxes?

The Ontario and Quebec corporation income tax rates of

7 per cent naturally have some prejudicial effects on investment

in these provinces. Until 19S2, through agreements with the

federal government, the remaining eight provinces limited their

rates to 5 per cent. In his recent budget address. Finance Min-

ister Abbott announced that with the adjustment of the federal tax
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#f (b) can be spent as part of the»e asAenilai expcadifturaa.

this tttitude is held even thon|^ Um con^^iajEiias rsaUae that the

maaagement plans fiiey wm IrfrlBg lo esUblisk, uo reqaira ad-

diliofMil expen^ltnres - particularly if &ey ara to bacama cflac-

tiva BOW ratbar thaa in the distant (ulare. For example: (1) An

extraction road may be bailt to last tbe period of a clear-ctttting

operation, perhaps 9 years* Of low -cast construction, it will

not be maintained. Tet it any be desirable to have built a

more permanent or better fmde road in order that nenrbr areas

of tinker can be better protected and cared lor* (2) Growth of

a certain stnai ef ttmber snsy be held in check because of over-

tfirMng. Partial cutting would open ap tJbe atand and iaaprove

its fntnre yield, Howerer as such an operatioB way be anpensive

and not a part of a regular cutting operation, it is not undertaken*

Hatarally income taxes do not receive ail the biame ios these

I* But they are slgiaificanl factors in the present iorest

Like ladaalry in general^ the forest iadustriea rely heavily

on undistributed proUts to finnnce investment programs* In out*

lining the ifrm9m^ heavy investaoent policies of the pulp and paper

industry. Fowler, {(35) p* 3), sUted that in 1 2 representative

•gBl^nsdes, 61 pmr cent of net proUts during the years lt4§-19S0

were retained within the business. These 6mcis provided 90 per

cent of the companies' increase in net worth during the period*
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the present high corporate tax rates. R. M. Fowler. ((35) p. 3)

president of the Canadian Palp and Paper Association, recently

expressed the views of many industrial executives when he said,

"There is much to suggest, also, that taxes on corporations

and individuals have reached, or passed, the point of no

return. Further increases, and possihly present levels of

taxation, are likely to defeat themselves by robbing cor-

porations of the money to expand and individuals of the

money to buy and the incentive to produce more. Certainly

in this industry (pulp and paper), unless net profits can be

maintained through increases in sales returns, the re -in-

vestment in new facilities will be retarded and great oppor-

tunities wiU be lost* **

Douglas Abbott, Minister of Finance, ((1) p. 1809) has sUted that

the government is aware of the blunting effect of high corporate

r
income tax rates on the goad to efficiency, amch rates invite

waste.

f
tf*

Investment

Undoubtedly the present high levels of tax rates have had

detrimental consequences on the forest industries and indirectly

on forest management. The poll of executive opinion mentioned

above has shown that the liunber and pulp and paper companies

are reluctant to invest any more money in forest improvements

than (a) is necessary for inunediate extraction of forest products
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the other hand, the lumber industry U characUrised by its keen

competition. Yet detailed study of the location of timber lands

vis-I-vis sawmills » and transportation facilities may indicate

regional conditions favouring tax shifting in an otherwise very

concipetitive industry.

The Taxes* Effects

There exists no measure of all the effects of corporate in-

come taxes. The econojcny is dynamic and the consequences of

the tax interweave with those of other forces. In analysing the

effects of taxes, time is the taost important element to consider

for short- run and long-run changes may vary greatly. While

these problems do preclude very precise analysis of the effects

of these taxes* some broad results may be noted. It is worth-

nhile to ask: have the federal and Ontario corporation income

taxes any effects upon the Province's forest industries? In par-

ticular, do these taxes affect forest management? Of course,

the following answers arc not claimed to be exhaustive; but

rather, suggestive. The problems touched on here have not yet

received the intensive study that they require.

General

These corporation income taxes will tend to affect the

forest industries in much the same manner as they will all in-

dustry in Ontario. Almost all the annual statements of corpor-

ations cnntain today some comment on the depressing effects of
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taxes are shifted whenever possible. D.C.Abott, ((2) p. 3132)

lanistcr of Finance, has said,

"I think it should be realixed that under existing condi-

tions, taxes imposed on business concerns probably go

into the price of goods and with demands as (hey now are,

I must say that my own view is that an excessively high

corporation tax could proviv^e an impetus to inflation'*.

Certainly income taxes are usiially viewed as a cost to be recov*

ered through adequate pricing. As far as is possible, forward

shifting probably occurs in the forest industries, although only

in the long-run due to the slow turn-over of inventories. Insofar

as pricing will not recoup these taxes, backward shifting is seen

in the reluctance of forest industries to invest in forest manage-

ment requirements and in some instances in plant expansion.

The extra costs paid by the forest industries for forest manage-

ment are probably among the xioost easily escaped by these in-

dustries. The poll mentioned above could not be a detailed study

of impact, shifting, and incidence of corporate taxes. A closer

study of the pricing arrangements peculiar to the pulp and paper

industry may indicate a modification of these opinions. For

here a few very large concerns establish the price of newsprint

in a market often dominated by extremely well organised pur-

chasing arraxigements, Coughlin (30) and Guthrie ((42) pp. 194-218).

Furthermore, some pulp and paper companies have virtual mono-

polies of the domestic markets for their special products. On

1. From the poll of executive opinion in the forest industries.
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Carl Shoup, (78), hat argued that business is reluctant to

change prices unless forced to do so. Therefore, unless the

income tax ia of coasidcrahle siae or changes in its rates are

quite large, it is doubtful if prices wiU be altered. Thus the

incidence remains on tihe shareholders.

In a paper A.G. Buehlcr, (11), concludes that when tax

rates are high, income taxes are probably shifted in large part

to consumers or wage^earners. He agrees with Goode*s view

of the tax falling in the long-run on the cost attributed to interest

earned on a businesses capital. However, Buehler qualifies his

reznarka by pointing out that large concerns are frequently in a

better position to control prices (and shift taxes) than are small

firms. These latter generally operate under more competitive

conditions. Therefore it is probable that such businesses are

less successful in shifting the tax. This point may be of some

importance il the tax is held to be capitalised with respect to the

prices of shares.

Althou^ the conclusions reached above have received sup*

port, the results of the poll of executive opinion in the sawmill

and pulp and paper industries conducted in connection with this

thesis, generally support the view that corporation net income

I. That is, prospective buyers knowing a concern is not likely to

shift its income taxes, pay less for such a corporation's stock

than if it could successfully pass on the tax. This difference is

presumed to be the capital value of future taxes.
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add* nothing to Uie net revenue and nothing to taxes. If demand

conditions remain unaltered, market prices should not change.

The tax's Incidence is on the shareholders. This conclusion

depends entirely on the validity of the marginal analysis and the

assumptions used.

Goode stated further that in the long-run, costs attributed

to interest on equity capital » and to rent on owned scarce factors

of production, and the rewards i>r uninsurable risk are of econ-

omic significance. As these costs are not deductible from tax-

able income, they are taxed. One might expect for this reason

that production is curtailed somewhat by the tax. Prices are

thereby increased and the tax is shifted to some degree.

hi 1949. J.F. Weston, (86), commented upon Goode*s view

of long-run incidence. He clarifies the point that net taxable

income is an "accounting net inconxe** - one established accord-

ing to accounting principles. Such a net income will not include

Goode* s imputed costs because they are non-contractual. Weston

suggests that taxation of these costs could be avoided if they were

made contractual and therefore deductible from net income.

From the viewpoint of the forest industries these non-con-

tractual costs and rewards suggested by Goode are of great sig-

nificance. It is difficult to see how they can be made contractual

under present conditions.
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at this point, in the long-run, stepi will be Uken to counteract

this fall. Such action generally means a move of money and

rescmrcca into consumpUon and public capiUl formation. This

moY€ may mean less private capitel creation. If more resources

are used in consumption, then the people* s real income may be

less than if there had been greater capital formation. From this

reasoning we may conclude that the long-run incidence is un-

certain and deductions concerning it will depend upon the assump-

tions made about different elements in the economy. It is clear

that the short-run incidence has significance in equity considera-

tions while long-run incidence has importance with respect to

income levels.

In his article, **The Corporate Income Tax and the Price

Uevel" Kichard Goode» (37), agreed that the tradiUoaal theories

of incidence were adequate in the short-run. He further pointed

out that a firm will generally continue to expand until its marginal

revenues equal its marginal costs of production. At this point

net profits are at a miaxirnum for up till now each successive unit

of output added something to net revenues though it was a

dixninishing amoiunt. As the tax falls on net profits and not on

costs and as long as the tax rate is less than 100 per cent, it

will pay the firnm to produce up to this point where marginal

revenue equals marginal cost. Here, the last unit of production

1 . Costs of production in this case include fixed and variable costs.

If costs of production included only variable costs, this conclu-

sion would be qualified.
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profit, at cost, or at a loss. Selling prices closely approximated

costs of production and the bulk of the sales at these prices set

the prevaiUng pHces in fully competitive industries. * There-

fore, the income tax would not greatly affect prices. The Board

concluded that the shareholders usually carried the burden of the

tax. The opinions of business executives supported this point of

view.

Can the same conclusions be expected under conditions of

considerable inflation aad heavier tax ratcsT In 1950, Professor

H. M, Groves reported to the National Tax Association on a study

of the present American tax. Groves ((40) pp. 54-73). His com-

mittee concluded that the tax's short-run incidence is usually

upon a company's shareholders. The problem of long-run incid-

ence merged with the question of the economic effects of the tax.

By the following deduction, they inferred that insofar as a tax is

not shifted in the short-run it will mean a lower return on capital.

As the tax is general, shifting of capital from one indistry to

another will not usually occur in the long-run, liut new capital

foraoation may decline. This will depend on the sensitivity of

real investment to people's expectations of profit. (And here the

effects of the personal income tax are important.) If a lower rate

of capital formation does occur, employment may decline. But

I. This approximates Alfred Marshall's concept of the "represen-

tative firm". Marshall, A. Principles of Economics, 8th ed,

pp, 264-265.
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the results of its detailed study of the American federal cor-

porate income tax« N. I. C. B. ((63) Chaps. 1 and 6). In outlining

their study, the Board stated that the incidence of the tax de-

pended upon the nature of the tax, the economic conditions af-

fecting the chances of shifting, and the general probability that

business men would take advantage of favourable conditions for

shifting. These factors mean that in deciding whether or not

shifting occurs, any survey must study the tax's characteristics,

its scope, its basis, its rates, and the conditions under which

each business is carried on. To conduct such a survey, one

requires a clear understazuiing of the degree of competition ex*

isting in an industry and the form it takes. For competition is

one of the most important limitations to tax shifting. The time

element is also of significance for market-period incidence may

differ greatly froxn short-run or long-run incidence. Where a

tax is general in its coverage, a survey of this scope must study

the very fabric of one industry and all industries. And it must

study the markets in which the industry purchases its supplies

and arranges its financing. Such a survey is both intensive and

comprehensive*

The National Industrial Conference Board reached certain

conclusions concerning the American tax, conclusions generally

applicable to a period of relative prosperity when business life

was recovering from the recession of 1922. They found that in

different industries the bulk of sales were usually made at a low
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maximuxn that could b€ achieved whether or not the firm oper-

ates under perfect competition or as a monopoly. If a higher

price for the company's products could have ensured a higher

profit after taxation, then it would have yielded a higher one

before the tax was imposed. For this reason a higher price after

the tax levy is inconsistent with our assumption of maximizing

action and the tax ii^ borne by the shareholder, not the consumers.

In the second approach, it is assumed that the corporation oper-

ates in a purely conapetitive economy and that the price of the

product of the marginal firm is the ruling price. This noarginal

producer just breaks even and makes no profit. If the business

lost money it would stop producing. Therefore, if there is no

profit made by the marginal producer, he pays no income tax.

It cannot then enter into his pricing policies. The price after

the tax has been levied (or increased) remains the same as it

was before. The shareholders of the businesses making a taxable

profit bear the tax. This approach is valid provided the marginal

producers account for an appreciable part of the supply or can

expand output appreciably.

These are rather elementary and superficial considerations

which make little allowance for the complexities of modern busi-

ness. In 1928, the National Industrial Conference Board published

1. This point holds for true economic profits but does not, neces-

•arily» for the profit found by accounting methods.
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Corporate Net Income Taxes

Corpration net income taxes have received much thought and

discussion by economists, tax theorists, industrialists, and

the man ia the street. Economic textbooks and Journals, news-

papers, and pamphlets carry many references and articles on

the impact, shifting, incidence and effects of these taxes. As

no attempt can be made here to go deeply into the theories of

these taxes, this section will only touch on some of the main

points.

The Taxes* Incidence

The federal income txix act, as of 19S2, Abbott (3), levies

a 50 per cent tax upon the net taxable income of all corporations.

There is a rebate up to S per cent where similar taxes are im-

posed by a province. While the tax's iznpact is in this way upon

the shareholders of the corporation, there is considerable dis-

cussion whether or not the tax is shifted to some degree - forward

through price adjustments, or backwards through reductions in

payments to factors of production.

The traditional theories of incidence approach the problem

of forward shifting in two ways. In the first, it is assumed that

the corporation operates to maximise the return on its capital

investment and that the tax rate remains below 100 per cent.

Under these assumptions the net profit after taxes remains at the
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Chapter II shows that i& the Caaadian tax systems today

ly taxes and charges have their impact on industry within

the Province of Ontario. It is now desirable to stndy the im-

pact, incidence, and effect of the major taxes, particularly as

they affect the forest industries. The less important levies

receive only brief treatment. In addition, stumpage charges

and their place in government revenues mast be analysed. ^

1. In Appendix I to this Chapter, p. 98 below, definitions are
given for the terms impact, incidence, shifting, effects,
and stumpage. Appendix II, p. 103 below, contains a theo-
retical analysis of the effects on business enterprise, of
the corporate net income taxes. Appendix III, p. 113 below,
contains an outline of the survey of business executive opin-
ion in the forest industries conducted as background for
this thesis.

2. SoBEie people may question the inclusion of stuxx4>agc in this

review for it is the Provincial authorities* claim, supported
by court judgment, that this is not a tax but a price charged
for the forest products sold by the government (See the fol-

lowing court judgment: In Re Hardy. 62 Ontario I^w Report
(1928) pp. 367-370, and 63 O.L.R. (1928-29) pp. 246-247.
Also in Re Abernethv-Lougheed Logging Comipany (1928) 1

Western Weekly Reports, p.S44). The author grants this

point readily. However, stumpage does go to swell the

Province's Consolidated Revenue Fund along with taxes and
other revenues. Many men in industry liken stumpage to a

tax. Certainly one alternative to it is some sort of tax.

There is a ri|^dity in stumpage which is not usually found

in prices. Furthermore, some elements in stumpage are
adjusted as arbitrarily as any tax. These points are dis-

cussed more fully in the section dealing with stumpage,

p. 77.
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direction and to carrying out activities in forest management

or any other policy than an industry over-burdened by tztxes.

The fire protection taxes under the Province's Crown

Tixnber Act and the Railway Fire Charge Act are examples of

taication based on the benefits principle. By means ol these

payments the companies leasing Crown timberlands support

the Province's protection services.

These points indicate that the federal and provincial

governments are generally aware that their tax policies may

materially support as well as damage their forest and other

policies. This matter is discussed in further detail in Chapteri

m and VL
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pattern as at the close of the previous one. The Province and

the conntry were ttill rapidly expanding. And the Provincial

government took an active part in the development of OnUrio«f

resources. All governments were loathe to move into the field

of direct taxation but the need for new sources of revenue was

forcing the Province's hand.

The First World War did much to change federal tax

policies. The depression years so affected all government's

resources that further taxes were instituted paving the way for

our present tax systems. The understanding of political science

and the study of economics have progressed rapidly in the past

fifty years. And these have affected government policy almost

as much as current events. The use of tax legislation as an

added lever to effect other government policies came to be ac-

cepted by the politicians and the people.

The income and sales taxes are examples where tax ex-

emptions are used to encourage forestry as well as other forms

of enterprise. This is particvilarly so when tax regulations arc

interpreted generously. For example costs of research and of

reforestation are deductible from taxable income, and equipment

used in logging is exempt from the sales tax. These conditions

did not come about at the initial passing of these acts but have

been achieved over the years. For it is the belief of governznent

that a healthy industry will be more amenable to accepting
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Assessment Act in 1904 by which the personal property tax was

dropped in favour of a tax on the assessed value of business

premises. According to this change in the act, business property^

in a community was to be classified by industrial type classes.

The local government then levied taxes at the general rates on a

percentage of the assessed vmlues. These percentages differed

for each industrial classificati<m. For example, distilleries

pay taxes based upon ISO per cent of the assessed value of their

premises while manufacturing concerns have their taxes based

on 60 per cent of their assessed value.

For the record it should be stated that certain of the

larger municipalities had instituted personal income taxes prior

to 1936. But these were repealed in that year.

2
Today, the property and business taxes remain the chief

sources of municipal revenues. These are augmented by revenues

from provincial government grants, public utilities, poll taxes,

and such licences as may be levied. In some localities, business

licences are imposed but these are of little interest in this study.

« « # 41 e «

At the outset of the twentieth century the taxation policies

of the federal and provincial governments followed the same

1. 4 Edward Vn, Chap. 23. (Ont.

)

2. iLS.O. 19S0, Chap. 24.
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Provincial tremmiry under the folloiwing Act»: The Succcasion

Duty Act ; the Corporation Tax Act ; the Crown Timber Act';

the Logging Tax Act ; the Provincial Land Tax Act^S the Land

6 7
Traaafcr Tax Act ; the Gasoline Tax Act ; the Highway Traffic

Act ; the Companies Act ; the Mills Licensing Act^^; and the

Railway Fire Charge Act . Of these the corporation tuces, in-

come taxes, succession dutiet, and the assessments under the

Crown Timber Act stand out as the taxes of greatest significance

to the industry.

Mention should also be made pf the levies upon industry

for unexnployment insurance and worIanen*s compensation. The

federal governnoent imposes the iorjoa/tr under the Unemployment

Insurance Act and the Ontario government administers the

latter under the Workmen's Compensation Act . These gross

wage taxes are important to industry in the amount of extra

labour involved in making returns to the two governments.

Municipal Taxes

The twentieth century has seen only one major change in

municipal taxation in Ontario. This was the amendment of the

1. Revised Statutes of Ontario, i9S0, Chap. 378.

I. Ibid, Chap. 72.
3. IWd, Chap. 82. NoU: The Crown Timber Act, 1952, 1 EUaabeth

II, Chap. 15 (Ont. ) will replace R.S.O. Chap. 82 and R.S.O.

Chap. 234 when proclaimed.
4. Ibid, Chap. 216.
5. Ibid, Chap. 309. 10. Ibid, Chap. 234.
i. Ibid, Chap. 198. 1|« Ibid, Chap. 330.

7. Ibid. Chap. 157. |2. 4 George VI. Chap. 44 (Canada)

8. IMd. Chap. 167. This repUced the Employment and

9. IWd, Chap. 59. SocUl Insurance Act, 25-26 George

V Chap. 38 (Canada)

13. R.S.O. 1950, Chap. 430.
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Under the Wartime Tax Agreements tchlch were in effect

during the Second World War, Ontario and the other province*

vacated the personal and corporate income tax and corporation

tax fields in favour of the federal government. Thereby Ottawa

was able to exploit these revenue sources to their maximuin in

order to raise war revenues. In exchange the federal govern-

ment granted subsidies to the prorinces. The Agreements were

in effect for the years 1941 - 1946 inclusive.

After 1946 these tax fields again came under the purview

of provincial legislation. The federal government attempted to

arrange similar Tax Rental Agreements to run from 1947 to

195Z. Ontario did not enter into such an agreement and reim-

posed its corporation taxes and corporate income taxes. It has

not as yet resumed taxation of personal incomes.

Following the termination of the Wartime Tax Agreements,

the federal government allowed as a deduction from taxable in-

come under the Income Tax Act« any taxes paid to a province on

account of '^<«*<«»g or logging profits. In 1950 the Ontario govern-

ment passed the Logging Tax Act. By this act, the Provincial

tax on logging income in excess of $10, 000 was to be at a rate of

9 per cent rather than the standard rate of 7 per cent applicable

under the Corporation Tax Act.

And so today, the forest industries pay taxes into the

1. 6 George VI. Chap. 1, (Ont. )

2. 14 George VI, Chap. 39, (Ont.)
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passed the Gasoline Tax Act* - a retail sales tax to be earmarked

for highway improvements. (This tax today amounts to about one-

quarter of the retaU price of gasoline and In the flscal year ending

March 31st, 1951 yielded over one-third of the province's tax

revenue). In the same year, 1925, the Railway Fire Charge Act

was passed levying a fire protection tax on railway lands.
^

Daring the depression years, the Provincial government

sought to increase its tax revenues. The Corporation Tax Act

was amended in 1931 so that all but certain speciaed corpora-

tions paid a percentage tax on the value of the coznpany's paid-up

capital. This base, besides paid«up capital stock, includes sur-

plus and reserve funds (other than depreciation reserves), and

capital indebtedness such as bonds, mortgages, debentures,

notes, and income bonds and debentures. Up to 50 per cent of

the book value is granted as sm allowance on the value of goodwill,

patents, franchises, etc. In 1932, the Province further amended

this tax act in order to levy a tax on corporate profits and a tax

of $50.00 for each office operated in the province by a company.

These taxes applied to all but the specified corporations which

were taxed otherwise.

1. 15 George V, Chap. 28 (Ont.)

2. 15 George V, Chap. 16 (Ont.)

3. 21 George V, Chap. 9 (Ont.)

4. 22 George V, Chap. 8 (Ont.)
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received revenue from corporation taxes, aucceasion duties, the

incorporation of companies* the assessments under the Crown

Timber Act besides revenues from other sources such as the

sale of lands and federal subsidies.
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Althou^ the present Highway Traffic Act was not passed

until 1923 ^» Ontario licensed nootor vehicles as early as 1903^.

In 1907, profits from the mines were taxed under the Mining

Tax Act'. The fire protection tax on all licence and agreement

holders under the Crown Timber Act was levied for the Hrst

time in 1917^. Although this was the first fire protection tax

to be levied, prior to this date the forest companies did share

some of the expenses of fire protection. The years 1921 and

1924 saw two minor taxes and one licence instituted in the

Province - the Land Transfer Tax^, the Provincial Uand Tax

7
and the licence under the Mills Licencing Act . The first based on

the value of land, was paid at the tixne of the transfer of its title

from one person to another; the second was levied on the value

of all lands held in unorganised townships and not covered by a

licence or an agreement; and the third was required by all opera-

tors of sawmills and pulp and paper mills. In 1925 the Province

1. 13 - 14 George V, Chap. 48 (Ont.

)

2. 3 Edward VH, Chap. 27 (OntJ

3. 7 Edward VH. Chap. 9 (Ont.

)

4. Report of the Minister of I-^ands. Forests, and Mines of the

Province of Ontario. 1917. Sessional Paper No. 2. 1918.

Toronto, The King's Printer.

5. U George V, Chap. 13 (Ont.)

6. 14 George V, Chap. 13)Ont.)

7. 14 George V, Chap, 17 (Ont.)
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great importance for incorporated companies, this act can create

problems iidtere forest industries are run as partnerships or

proprietorships. Until the recent Income Tax Act was passed,

private companies and partnerships suffered hardship under the

combined effects of succession duties and taxation of tindistributed

profits. Under the most recent Income Tax Act, private com*

panics may elect to pay the necessary taxes and capitalisbc the

profits.

In 1952, Ottawa levied a surtax of 2 per cent on corporate

and personal incomie as well as 2 per cent tax similar to the

general sales tax. The money from these taxes goes to pay for

federal old age pensions. ^

In summary then, the Income Tax Act , the Succession

Duty Act , and the £xcise Tax Act , are probably the three

federal tax acts of importance to the forest industries in Ontario.

Provincial Taxes

By the turn of the century the tax system of Ontario had

been pretty well deOned. The most important tax legislation was

in effect although many amendments were to follow. The Province

1. 11 - 12 George VI, Chap. 52 (Canada), Sect. 95A.

2. 15-16 George VI, Chap. 18 (Canada).

1. 11 . 12 George VI, Chap. 52, (Canada), as amended with per-

tinent regulations. Cited hereafter as the Income Tax Act.

4. 4 - 5 George VI, Chap. 14, (Canada), as amended.

5. 11 George VI, Chap. 60, (Canada), as amended.
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operations >was and still is exempt from the tax. The products

of the natural resources industries were also free of tax. It

was not until 1945 that the government granted exemption from

the sales tax on machinery and apparatus used in the manufac-

ture or production of goods. To be eligible for exemption such

goods must be used directly in the manufacturing process - for

example a paper machine may be purchased free of tax but

office equipment would be subject to the tax«

The depression years of the 1930's witnessed little change

in the federal tax system. Only adjustments of the tax rates

occurred as the central government along with the provincial

and municipal governments wrestled with mounting financial

problems,

lAiring the Second World War, the Canadian government

levied taxes on excess profits to be paid by incorporated and

unincorporated businesses. In addition it levied a tax of three

cents a gallon on gasoline. Both these taxes were removed

after the war although the Province of Ontario incorporated into

its own tax on gasoline the amount of the repealed federal tax.

Of greater significance at this time was the federal

government's entrance into the succession duties field. In

1941 Ottawa passed the Succession Duty Act. ^ While of no

1. 3 George VI (2), Chap. 4 (Canada).

2. 4-5 George VI, Chap. 14 (Canada).
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Twentieth Century Tax Development*

Federal Taxes

Up to the First World War the federal govcrnzneAt relied

upon its indirect taxes - customs and excises - to meet Treasury

requirements. Corporations and unincorporated businesses in

Ontario, as elsewhere, were free of such burdens or their effects

as federal income taxes, sales taxes, and succession duties. In

1916, the Business Profits )^ar Tax Act was passed. This

levied a 25% tax on all profits of an incorporated business ex-

ceeding 7% of the capital employed in the business. Unincorpor-

ated businesses paid a lower tax rate. The forest industries

made their fair contribution to these taxes. At the end of 192U

the tax was repealed. By that date amendments to the act had

introduced a graduated scale of rates.

Midsummer 1917 saw the inception of the first federal

personal income tax and a corporate profits tax. The latter

was payable only if it exceedevi the business profits war tax.

jbi 1918, Ottawa introduced the first sales tax into Canada

under the Special War Revenue Act. ^ It was a tax on automo-

biles. The federal government in 1920 first levied the general

sales tax, much as we know it today. Equipment used in logging

1. 6-7. George V, Chap. 11 (Canada).

2. 7-8. George V, Chap. 28 (Canada).

3. 8-9. George V, Chap. 46 (Canada).
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among the first exponents of "free trade" with the United States.

For in this area such an approach best served the development

of industry and the spread of settlement. From ttiis interest in

industrial growth came the protectionist attitudes of the later

years and the reliance of governments on customs and tariffs,

the sale of land and timber, licence fees, aind on property taxes

at sources of revenue. These did not interfere greatly with in-

dustry and aided the agricultural policies of the day.

As the lumbermen moved westward through the pinelands

of Ontario, many people voiced concern over the conditions left

in the loggers* wake. The first timber regulations and statutes

did not set out to prevent destruction of the forests. They came

as reforms to an outmoded timber disposal system. Although

they hardly prevented speculation, these acts provided some free-

donx, stability, and order in the disposition of timberlands.

Later they ensured that the Provincial government received

some if not all of its proper dues. The Government was able to

draw in large revenues from this resource as the neseds of the

Treasury increased.

This survey shows that there was little attempt up to 1900

to influence forest management by means of taxation. Probably

the two fields were rarely associated in the politicians' minds

for few were worried about the forests or interested in their

management.



11- 27

^

3

xnanagcment of timber w«« repeatedly amended and in the

Revised Statutes of Ontario 1897 its title became "The Crown

Timber Act", The year 1892 saw Ontario enter the suc-

cession duties field. Corporation taxes were levied for

the first time in 1899.^ Thus by 1900 OnUrio»s tax system

had become quite complex.

Municipal Taxes

Personal and real property taxes continued to be the

mainstays of municipal revenues in Ontario during this period.

Income taxes were levied by some municipalities. But gener-

ally speaking the local tax systems remained comparatively

simple.

m * m * * *

Goverxnent in the nineteenth century viewed taxation

warily. In keeping with the expansion of settlement and trade,

government must be a help not a hindrance. This attitude

became established especially after the end of British mer-

cantilism. It is true that CsAadian governments and merchants

tried to stay the passing of this era in trade between Canada

and Britain, Creighton ((31) pp.83. 103, 107). Yet they were

1. R.S.O. 1897, Chap. 32.

2. 55 Victoria, Chap. 6 (Ont.

)

3. 62 Victoria (2), Chap. 8 (Ont.).
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following the defeat of the Liberal government in the previous

year, the Conservatives increased tariff rates sharply as part

of their National Policy. Tariffs continued to rise nntil 1889

when the peak was reached. In 1896 the Conservatives were

defeated. The new liberal government immediately introduced

the British Preferential Tariff which applied lower tariff rates

to British goods. This policy has become a feature of the Can-

adian tariff structure and found its fullest interpretation in the

Ottawa Agreements of 1932.

Excise duties also rose slowly following Confederation but

in 1900 were still but a fraction of their present values.

The first federal act to incorpoi Ate coxiipanies «uid re*

pealing previous acts passed by the i roviace of Canada, was

enacted In 1869. It levied fees for incorporation,

Provincial Taxes

Following 1867, OnUiio continaea to derive i-eveaa«:»

from the sale of forest and other lands and from licences.

These were augmented by tiie federal subsidies. In 1874 fees

were charged for incorporation of companies unJei* a new

provincial statute. ^ The legislation covering the sale *nd

1. 32-33 Victoria, Chap. 13 (Canada), This repealed the

earlier statute of tlie x'rovince of Canada.

2. 37 Victoria, Chap. 35 (Ont. ). This repealed the earlier

statute of the Province of Canada.
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harbours, Indian reserves, military lands and those set aside

for general public purposes. ^ Up until 1930 the federal govern-

ment managed the natural resources of the prairie provinces.

This made possible the federal government's free homestead policy;

the provincial governments received payments in lieu of revenues

they might have obUined from the disposal of land, timber, etc.

Of the Crown forests within provincial boundaries today, those

only on federal forest experiment stations and national parks are

administered by Ottawa.

i» « i» 4t *

The above sections provide an outline of the results of

Confederation as they affected the fields of taxation and natural

resources. Sonne of the later modifications and interpretations

of the powers delegated under the B*. N.A. Act are given. It is

now necessary to describe developments in the tax systems of

the federal and Ontario governments following 1867.

Taxation Changes from 1867 to 1900

Federal Taxes

At Confederation the federal government obtained the ex-

clusive use of the tariff and excise taxes. These remained the

chief source of federal revenue until well into the twentieth

century. The thirty-three years reviewed only witnessed

changes in the rates and structure of these taxes. In 1879t

1, B. N.A. Act. op. cit. , Schedule 3.
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would be tested today in the courts, Kennedy ((50) p. 45).

As the provincial taxing powers coincided with certain of

the federal powers, disputes were bound to arise. These have

been settled by the courts. To this point the following judgment

is pertinent, "the two taxations. Dominion and provincial, can

stand side by side without interfering with each other, but as

soon as you come to the concomitant privileges of absolute

^authority, they cannot stand side by side and must clash; con-

sequently the L>ominion must prevail", Wheare ((87) p. 112).

Taxing Powers of the Municipal Governments

A municipality's power to tax derives directly from the

province. The B.N. A. Act allows any province to delegate to

a municipality any of the powers within provincial competence.

Thus municipal governments arc restricted to direct taxation

and the raising of revenues by licensing.

The Allocation of Natural Kesources.

By subsection 5 ot section 92 of the b.N.A. Act, the

px-ovinces received control of the forested lands within their

borders. They are permitted to raise revenues from the sale

or lease of Crown LAnds. Kesponsibility for the care of the

forest resources rests with the provinces. The central gov-

ernment retains control of lands vested in its name and which

lie within provincial boundaries - for example, canals, public
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given the definition absolute force. If it is to be altered, a

constitutional amendment is necessary for it Is a point no longer

open to judicial review. Mill stated a direct tax to be "one

which is demanded from the very person who is intended or

desired should pay it". Lord Cave in one of his judgments

stated, "It is the nature and general tendency of the tax and

not its incidence in particular or special cases which must de-

termine its classification and vaUdity", MacDonald ((55)p. 80).

If at the moment of payment its incidence is obscure, a tax is in-

direct.

The limitation of direct tcucation does not necessarily ap-

ply to taxes in the form of licence fees imposed under subsec-

tion 9.

The B.N. A. Act provided definite limitations to provincial

taxing powers other than those of subsections 2 and 9. No pro-

vincial tax could destroy powers of operation conferred by the

federal government on any body - for example a federally incor-

porated company. In addition, the federal government was given

the powers of disallowance and reservation of any provincial

legislation. ^ This legal right has been modified by constitutional

practice. If in doubt, the validity of any provincial tax legislation

1. B.N. A. Act, op. cit. , Sec. 90.
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elusive control over money and banking - powerful factors let-

ting the framework in which our economy operates and within

which the provinces' financial autonomy functions.

Legal authorities hold that the federal taxing powers are

limited by Sections 121 and 125 of the Act. Section 121 pro-

hibits any tariff on inter provincial trade - a ruling applicable

to the provinces as well. Section 125 provides that "no lands

or Property belonging to Canada or any Province shall be

liable to taxation".

In an article in the Canadian Bar Keview, V. C. MacDonald,

((55)p. 77) points out that tax legislation must be in substance a

measure to tax. It must not be a disguised means of attaining

Sonne other purpose beyond the authority of the government.

Taxing Powers of the Provincial Governments

The Province of Ontario's tayjng authority, as that of all

provinces, derives from subsections 2 and 9 of Section 92 of the

B.N. A. Act. Subsection 2 limits a province to raising revenue

by direct taxation within the province for provincial purposes.

Subsection 9 grants a province the right to impose licences for

raising money for provincial, local, or municipal purposes.

The definition to be given the term "direct taxation" is

that of John Stuart Mill ((61) p. 823), which was current when

the B.N. A. Act was passed. Court rulings since 1867 have
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Taxing Powers of the Federal Government

Prior to 1867 the taxing powers of the provincial legigla-

tures as granted by the imperial parliament, tended to expand

as the country became settled. The B.N. A, Act placed the

power to tax with the British parliament, the new Dominion

parliament, and the provincial legislatures. An account of the

legal power to tax that was held by the British government may

be found in Kennedy and Wells' study, "THE L*AW OF THiu

TAXING POWER IN CANADA". Kennedy (50). When the British

parliament in 1931 passed the act known as the Statute of West-

nunster, it gave up any taxing power it held in Canada. In

addition, by this act no statute of the dominion governments could

be held void It It happened to be repugnant to some British legis-

lation.

Section 91, subsection 3, of the B.N. A. Act gives the fed-

eral government power to make laws relating to "the raising of

revenue by any mode or system of taxation*'. This emphasizes

clearly the sovereign position of the central government. Both

direct and indirect taxation may be resorted to. Therefore neither

the nature nor the purpose of the tax has any limit. These facts

should be viewed in the light of subsections 14, 15, 16 and 19 of

the same section. These are the subsections giving Ottawa ex-

1. 22 George V, Chap. 4 (Great Britain).

2. Ibid, section 2, subsections 1 and 2. The old Colonial L.aws
Validity Act became inoperative in the dominions.
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By Section 91 of the B.N. A, Act the federal parliament

received the power to legislate for "peace, order, and good gov-

ernment of Canada" in relation to matters broadly of concern to

the Canadian people as a whole. The provincial legislatures v^ere

allowed to make laws on all matters enumerated in Section 92 of

the act. These particularly concerned the people within each in-

dividual province.

With this division of powers went financial resources be-

lieved to be adequate to their proper functioning. The central

government obtained the authority for direct and indirect taxation,

the control of credit, currency, banking and tariffs, and the

power to borrow on the country's credit. The provincial govern-

ments could raise revenues by direct taxation within the province,

by borrowing on the province's credit, through the control and

developisnent of natural resources (unless specifically reserved

to the federal government), and through the issuance of certain

licences. Because it was recognized that the provinces yielded

their most fruitful sources of revenue - customs and excise taxes

to the central government, a schedule of subsidies was set out,

supplemented by certain grants-in-aids. As creatures of the

provincial legislatures, the municipalities* fimctions and finances

were controlled by these bodies. Municipal revenues come from

direct taxation of business and property, direct sales taxes, the

issuance of licences, provincial grants, and the operation of

public utilities.
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Regulations issued in 1866 clarified the system of disposal

of licences by auction with a nrxinimum reserve or upset price to

be established by the Coimnissioner for Crown Lands, Report of

1899 ((67) pp.98 and 99). These regulations continued in force

through the transition period at Confederation.

During the year 1864 the i^egislature passed an act replacing

an earlier statute for the incorporation of joint stock companies.

This Act introduced the fee for incorporation. It continued in

force after Confederation until replaced by separate federal and

provincial legislation.

The Allocation of Taxing Power and Natural Resources at Confederation

Confederation wrought many changes in the Canadian provinces.

Under the British North America Act, ^ the central government

took over provincial problems in trade and commerce. It pushed

ahead the settlement ot the west and the building of the transcon-

tinental railroads. By leaving broad issues to the federal govern-

ment, the provinces were free to concentrate their efforts on in-

ternal development. Naturally adjustments to the new arrangements

ran into some difficulties. In fact, the new divisions of taxing

power and responsibility for natural resources were to raise serious

problems many years after 1867.

1. 27-28 Victoria, Chap. 23 (Canada).

2. 30 - 31 Victoria, Chap. 3 (Great Britain). Cited hereafter as

the B.N. A. Act.



U-18

Under this •yst'rm land, upon which there was an upset or re«

serve price of $1. 25 per acre, was auctioned for sale. In this

way the government believed it encouraged settlement of

timbered agricultural lands. They also believed that any lands

where ttie timber was poor in quality would have the tinnber cut

if the land were sold and that the timber would remain uncut if

disposed of by a timber licence. Furthermore, it was also held

that the sale of lands created a better basis for property taxation

than if lands were only leased. The Committee rejected this

method as being unsuitable for Canada, and gave their support

to the government's licensing systemt, Canada (IZb). The Com-

mittee believed that the American system would hinder orderly

settlement and mean lower revenues to the Crown. Nine years

later another Select Committee exanrdned the lumber trade and

the disposal of cutting licences. While no final report was ever

prepared by this Comnoitte^, an interim report gives the evidence

it gathered at its hearings. This shows that the members were

concerned with an apparent insecurity of tenure of timber lands

under the licensing system because of its effect on the pros*

perity of the lumber industry and the protection of the forests.

They urged improvements to give the licensee a more secure

tenure, Canada (l2c).

I 1. Insecurity of tenure was apparently ot little consequence for

1 the regulations of 1866 made no change in licence renewal

I practices.
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a source of revenue was effected by regulations issued by the

Conunissioner of Crown Lands and not by statute.

It was not until a Select Committee of the Legislature of

the united Province of Canada had reported in 1849 on the state

of the forests and timber disposal, Canada (12a),that the gov-

ernment enacted legislation embodying its previous timber regu-

lations. This was an act for "The Sale and Better Management

of Timber on Public Lands". The Select Committee's report

recommended charging an annual ground rent as well as timber

dues in order to prevent any monopoly or speculation in licences.

However this recommendation was not adopted until 1851, Report

of 1899 ((67) p. 79). Regulations for that year imposed an an-

nual rental of two shillings six pence per square mile or a mini-

mum rental of >6 1 per licence. In addition, these charges were

doubled each year if the limit were not occupied by the licence

holder. The government also doubled the dues on saw logs which

were cut and then exported. This was done to discourage the

export of unmanufactured logs to American mills.

In 1854 another Select Committee of the Legislature con-

ducted hearings on the noanagement of the forests. They examined

the American system for timber disposal by sale of timbered lands.

1. 12 Victoria, Chap. 30 (Canada).

2. See Chap. Ill p. 75 for further details concerning the purpose
of charging ground rent.
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im IBOS th« govtramcat of Uow«r C«Mda imposed a tex o»

•cowfl of lumber mmd cribe of aqoare timber pessiag through the

*^ Lawrence repidt between Cheteeugoey end Montreal. ^ The

monies collected were to provide a fond for Improvement of in-

lend navigation on the St« Lawrence Hiver, Timber operators

bringing their rafts down from the Ottawa contribaUd their share

to this ftind.

la Upper Canada, aathM»rity ^r the sale of timber was first

issaed by the Lieutenant Governor, Sir Peregrine Maitland, in a

procl sMSlisa dated lt24. Report of U99 ((67) pp. 49 and 90).

Under iastractions frona Oie Commissionsr of the Xreasary ia

England, die Purveyor General of Woods anf Forests was to grant

licences on nnalienated Crown lands on the Ottawa River. Te ob*

tain a licence the operator had to agree to pay the rates set by the

Commissioner lor Crown t^nds. The year 1127 saw timber U-

cences itp for auction for the first time. Thus began the system

whereby the parchasers, in bidding for the licences, came to pay

a mtsn or bonus over and abovs the iaitial or reserve price set by

r^pilation, A penalty of double the price (<faftcs) was to be exacted

from any operator cutting timber which did not square 8 inches or

over. There are two points of interest here. First, a very em*

bryonic form of timber management was tied in with revenne

producing regulations. Second, the introduction of stun^>age as

I* 4t George III« Chap. 19 (Lower Canada).

2. Report of 1S99» p« M« While the auction oi limits was introduced
at tids date, the practice of granting them to the highest bidder
did not become general until after 1S42. ;»ee Keport of 1199*
pp. 62, 65, and 82.

S. By preventing the cutting of timber until it had "attained suitable

growth*', the govemnaent may only have been seeking to preserve
the lumber trade rather thaa the foresta« It is difacalt to MMmtBrn

the meaning of these words today.
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Chapter 11

AN HISTORICAL OUTLINE OF TAXES AFFECTING THE

FOREST INDUSTRIES

f

Forest Taxation in Ontario up to the T-wentieth Century

Prior to Confederation^

Before the beginning of the nineteenth century Canadian

forest rcftoarcea contrilnited little to the revenue needs of the

colonies. ¥/ith the passing of the Constitution Act in 1791» Upper

Canada was created and provided with a ralher simple structure

of government. Its funds were derived largely from the imperial

government, from a share in the customs levied at Quebec and

Montreal, and from similar tolls raised in trading on the Great

Lakes. Municipal revenues and a small portion of provincial

2money came from property taaces.

1. Annual Report of the Clerk of Forestry for the Province of
Ontario . 1899. Cited hereafter as Report of 1899 « The author
has drawn extensively on this report for material in this section.

2. By the act 14 George Ul, Chap. 83 (Great Britain), 1774, a
measure of self government was given to what was then the
Province of Quebec. This included Ontario. The legislative
council authorised by Section 13 could not levy taxes but was to

raise money for local purposes by means of pi*operty taxes.
This part of this act remained in force when the Constitution Act
of 1791 - 31 George III, Chap. 31 (Great BriUin) - was passed.
This established the Provinces of Upper and Lower Canada. The
Upper Canada act 33 George lU, Chapu 2 (Upper Canada) provided
for the appointment of local assessors. This note does not fix

the date when local property taxes were first authorised in the
territory iidiich is now Ontario but it does show how long they
have been established.
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and those presently imaUenatcd. Through joint efforts on the

part of govermnent and industry, the forests arc to be brought

under forest manegement plans.

I
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Inventory daU arc from the buUetia - FOREST AND FOREST

PRODUCTS STATISTICS, Caaada (15). ProductioB and other

•cottomic statistica arc from relevant publications of the Dominion

Bureau of SUUstics and the THIRD ANNUAL ECONOMIC REPORT

for Oie Province of OnUrio, (66).

Note

Without repeating details for the disposal of Crown timber

and the payment of stampsge dues and other Crown charges reviewed

in later chapte rs» two salient features in the forest nuuiagement

policies of the Ontario government may be noted: the leasing and

licensing system and Uke requirenxents to institute management

programs on leased and licensed lands.

The two chief means whereby timber is obtained from Crown

landSt are by timber licences renewable annually and by pulpwood

agreements for 21 year periods renewable for further periods.

Timber agreements have been signed for 10 year periods subject

to the annual renewal of the tinober licence. These forms of tenure

are more fully described in Chapter V.

Ontario's expressed policy is that the Province's forests

shall be managed to yield periodic timber crops In perpetuity.

Management plans are required of all companies with large hold*

ings. The aim of these plans maist be a sustained yield of wood.

The Provincial authorities are responsible for the smaller areas
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Tenure of Occupied Forest Land, 1951.

In Square iMilea

Ontario

Occupied Crown L^aiids

Pulpwood Licences

Saw Timber Licenses

Other Tenures

Totals

Privately Owned Forest Land

Farm Woodlots

Other Private Forests

Totals

Total Occupied Forest Land

^ Exclusive of Labrador

Canada^

66,254
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Appendix I

This appendix contains certain forest statistics for Canada

and the Province of Ontario, A comparison of the Provincial and

Ceandian data wiU provide informAtion conceming the relative

importance of the Provincial forest economy as a part of tfie

country's ^idiole economy and of tibat part which is based upon the

forests, bi addition to these statistics a brief statement provides

the highlights of the present form of administration of Ontario'

§

Crown forests*

Forest Inventory, 1951

In Square Miles

Total Forested Land

Total Productive Forest

Accessible Productive Forest

Productive Forest by Cover Types and Sixe

All Types - Merchantable Timber

Touag Growth

Softwood - MerchanUble Timber

Young Growth

Mixedwood - Merchantable Timber

Toung Growth

Hardwood • Merchantable Timber

Toung Growth

da^Ontario

237.200 1.299.7S9

173,800
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•acouriftf•<!, »iabic asd imir tax policies arc imperative. Further*

more, tax regulations may be designed to reduce risk and over-

come the reluctance that company executives show in making long*

torm forest investments.

« e e e e e

In the long-run the revenues of government will remain most

bouyant just as long as the economy is most prosperous. And that

sector of the economy based upon the forests, with the help of

goverameat and the community, must ensure that the forest re-

sources are not deprived of the necessary ftinds lor their good

naanagement. A close attention to tax policies by aU parties is

an essential hi this regard

•
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continue to contribute their share to government revenues long

after many mines are exhausted. For this reason tax policies

related to the forests should be considered as much from the

lottg*tenn as from the short-term point of view.

The extensive distribution of Oie forests, and the variability

of their cosnpositioa and quality are two of the bases for Canada's

broad and diversified forest economy. And because the forest

econoBoy is broad» governments may spread their taxes morm

widely. Tax revenues iwill be more elastic than if the forest

economy were narrow,

Becanse of the nooltiplicity of forest valnes, the forest

sector of the country** economy is tied closely to other sectors

such as the tourist industry and trapping. If taxation policies are

such as to discourage the forest industries from taking adequate

care of their forest resources, these other industries might suffer

adverse effects.

The tinoe element involved in forest management urges

that tax policies be stable. Uncertainty, hasy purposes, and

vacillating attitudes to taxation will have repercussions on the

forests. Forest auttiorities generally agree that the returns on

investments ia managed timber lands will be somewhat lower

than on investments in otlwr business enterprises where the turn

over in capital is rapid. If Uiese forest investments are to be
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The common element in these Interests is flie perpetuation

of the forest resource in the healthiest and most productive state

possible under the conditions set by the economy in the widest

sense. Such conditioxiing factors would include: (1) the amount

of naoney in^ich can be spent at any time on all phases of forestry

and the amount which will be spent on any particular phase; (2)

ottier claims on the financial resources of government, industry,

and the community at large; (3) limited scientific knowledge

concerning the forests and their proper management and limited

research on fiie problems involved; (4) the rate of progress in

technological and industrial research for the optimum use of

forest products; (5) present and future market conditions for forest

and wood products; and (6) the c\iltural and economic institutions of

society such as the constitution, property, and capitalist enterprise*

»i

tion and Forest Resources

Certain unique relationships eidst between taxation and

forestry. Where the two fields overlap, the qualities of the forest

mentioned above are the factors i^ch should give forest taxation

policies their characteristic fona.

Forests unlike minerals are renewable assets* This fact

should give stability and long life to the forest industries while a

mine*s existence is liaEdted to the extent of the ore body. There-

fere if ttie forests are managed and not merely mined they will
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adequately meaflmre the pleasure and recreation that tke forests

yearly provide? Can they evaluate the protection timbered lands

five to wild li£e« to soil, and even to homcsT. Tet if we fail in

suitable expression of these values, their vital importance to the

country should not be disregarded or dismissed.

Of prime economic importance is the ratio of the aimual

growth of new wood in the forest to the annual depletion of mature

timber. At present almost nothing is known concerning this ratio

either for Ontario as a whole or for the different forested regions.

Experienced observers state that in many localities the ratio is

badly out of balance, that severe over*cutting is taking place,

OnUrio ((71) pp. 16, 17, 41,42, 71-73). in some areas a balance

has probably been struck. But the lack of precise information in-

dicates the urgent need for reliable data on this matter.

Interests hivolved in the Forest

Direct responsibility for the administration of Ontario's

forests lies with the Provincial government. Ultimately it rests

with each inhabitant of the Province. If he holds cutting rights

from the Crown, an individual may be held directly accountable

for those lands. As corporate individuals, the forest industries

are In a similar positioa. Considering the large proportion of

forested land owned by the Crown, there can be no dispute as to

the prime position of the Provincial auttorities in the field of

1, For aaore detailed discussions of this matter see
2, See appendix, pp. 10 and 11.

»\
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EcoaoRiic SigBific&iic«

Because of tkeir extent and high quality, Canada's forests

proride the raw materials for one of the large sectors in the

Canadian economy. This sector is integrated with and supports Uie

otiiers to such a degree that failure of our timber supplies would

greatly depress Canada's high standard of living.

The Canadian people and Canadian industry are weU aware

of the economic importance of the wood from the country's forests.

They know that the woodsmen following in the paths of the fur

traders played a significant role in Canadian history from the

eighteenth century up to the present day. The labours of these

men have gone to strengthening trade connections with Great Britain

and the United Staten, to supporting the development of transporta-

tion facilities and the forest iadustiries. and to assisting the successful

operation of other primary and secondary industries. The Appendix

to this chapter contains statistical data indicating the economic value

of the forests and forest industries for both the Province of Ontario

and Canada as a whole. These data show that these forest and indus*

trial rescmrces are essential to Canadian economic and social life

and are likely to remain so.

Althott|^ the unes of timber are well known, the non-timber

values of the forests are only now being given their proper recogni-

tion. This is largely because such values are difficult to express in

dollars, in emi^oyment, or as sources of income. Can Canadians
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longer Uiaa a human generation. This factor is the basis of many

problems: (1) financing forest management; (2) ensuring continu-

ity of forest policy; (3) providing adequate reserves for the forest

industries - especially in estimating future requirements; and

(4) in reaching solutions in forest research. Yet while this time

element demands all our skill in trying to read the future and urges

us to think now for the decades ahead, it does allow us time within

limits to adapt the forest resource to meet changing conditions and

requirements.

Forest Conditions

Canada's forest resources in 1952 are still extensive. Acces-

sible productive timber lands cover almost 484 thousand square miles*

of which over 147 thousand are in Ontario. Yet we cannot be satis-

fied for our forests ars no longer as great as they once were* Many

factors have contributed to the destruction and mismaaagexnent the

fine timber stands of the past. Fires and excessive cutting by men

under the belief of inexhaustible timber supplies arc outstanding

causes. To these must be added an apparent lack of reconciliation

of taxation and tenure policies with other policies affecting the

forests. And in the train of these conflicts -- often basic --

followed attitudes and actions by government officials, company ex-

ecutives, and individuals which sometimes have worsened the pros-

pects of establishing proper forest management.

1. See the Appendix to this chapter for more detailed data of the
forest inventories for Ontario and for Canada as a whole.

2. For exannple: the reductions in incentives for company invest-
ment in forest management as a result of high income tax rates;
problems concerning stumpage and equity in future stands of

timber resulting from sustained yield; etc. This point is ex-

panded in succeeding chapters.
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In support of these philosophical precepts, ccrtaia more

practical principles have been evolved for the levying of a tax.

The most important of these are: the ability to pay; the benefits

received; earned versus unearned income; full employment; and

expediency. Generally the taxes in Ontario are based upon one or

more of these principles.

It is not the purpose of this thesis to discuss the merits or

demerits of these principles, Ratt&er they will be borne in mind

when the practical effects of the taxes paid by the forest industries

are considered. It is su^cient to say that the principles are not

easy to apply or use as bases for they involve subjective estimates

and valuations whose validity will vary lor each individual.

Forest Resources

Qualities of the Forest

Forests have certain distinctive qualities. First and fore*

most, they are a renewable living asset: succeeding generations

may continue to possess forest wealth provided the necessary steps

are taken to obtain forest regeneration. However, like many other

living organisms, trees require constant protection from attack by

disease and insects. Second, forests are variable in composition.

This variability sometimes creates problems, yet it is a feature

providing flexibility in the forests as an industrial resource and as

a protection against erosion. Third, forests are able to utilise

land which may be economically unsuitable for any other purpose.

Fourth, forests require time to reach economic maturity • usually
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It vill be realised that both financial and non-financial aims arc

achieved by moat taxes, intentionally or otherwise, and therefore

both ends are implicit in any tax policy. In one tax the financial

purposes arc stressed, in another, the non-financial purpose will

be accented* ^i.m these purposes are at the base of any tax policy,

they shoiild be clearly understood and foreseen whenever an alter-

ation is proposed in the taxation system*

Principles of Taxation

The framing of a tax or a tax structure aims usually at con-

fbnnance to certain accepted principles. These principles which

are taken as guides in the choice of taxing methods have been con-

sidered by philosophers and economists over the centuries. Adam

Smith upheld ioux maxims of taxation, ;unith ((79) pp. 777-778);

equality of taxation, cert^dnty as contrasted with arbitrary imposi-

tion, convenience of payment, and economy of collection. H. L..

l^ta ((53) pp. 275-291) estabUshed seven guides for taxation which

are more useful v^hen we consider the complex tax problems of today.

He states that taxes should be adequate and productive of revenue,

equitable, elastic, economical, simple in application and administra*

tion, diversified, and constitutionally flexible. H.M. Groves ((41)p. 25)

believes that the rationality of a tax, its effects on social inequalities,

its effects on the economy, and its practical aspects must always be

measured and weighed in balance. In this view, the ends whether

anticipated or not, are ioiportant in selection of the means to their

achievement.



Chapter I

TAXATION AND FOREST RESOURCES

I^^

Taxes and forests both possess unique features which give

them each their character. As the fields of taxation and forestry

overlap, an understanding of these features and Iheir relationships

is essential if we are to develop administrative policies which do

not conflict but rather promote the most effective use of all our

resources.

Philosophy of Taxation

A philosophy of taxation is largely the political approach to

the problem of raising monies for govenuaocnU It is a system, a

way of taxing the people, which embodies certain purposes and

principles and whose form will be altered with progress in political

and econoxnic thought. A tax pliilosphy itself is but one facet of a

larger body for it forms an integral part of the people's philosophy

of government.

Purposes of Taxation

A country's taxing policies give expression to its tax philosophy

or atteixipt to do so. And the first thing to be established with any

policy is its purpose or purposes. Broadly there are two of these;

financial and non-financial, Somers ((8l) p. 132). Fiiwncial purposes

include the raising of revenues while the non-financial envisage ends

such as the exclusion of a foreign product from the domestic market

or the discouragement of the export of such a commodity as saw logs.



leave of absence granted by the Forestry Branch of the Dei>artinent

of R%.sourcee and Development were practical aids which m&de this

stady possible.

OtUwa, September 1952. George C. Wilkes.



FOREWORD

This extensive survey of taxation of the forest industries in

Ontario is exploratory in nature. It attempts to clarify the relation-

ships hetween taxation policies and forest policies, between taxation

and forestry. A broad interpretation of taxation has been taken and

in so doing the problems involved in stumpage and forest tenure have

been studied.

As a result of this study, the author hopes that some of the

problems of forest taxation will have been more clearly defined for

future intensive investigation, and that interest will be aroused in

company and government officials to discuss these matters fully.

On August 29, 1952 an agreement was signed between the

Federal and the Ontario Governments whereby for a certain annual

subsidy the Provincial government agreed to suspend its personal

income tax and all corporation taxes except those on mining and log-

ging income. This agreement while anticipated, was not in effect

when this thesis was prepared and therefore could not be allowed for.

Its operation should bring about certain tax reforms which many

people have urged and which the author calls attention to in this study.

The assistance of men in the forest industries and the federal

and Provincial governments is gratefully acknowledged along with

the guidance and advice given by the faculty members of the Faculty

of Forestry and the Department of Political Science and Economics

of the University of Toronto. The award to the author of one of the

Spruce Falls Power and Paper Co. Fellowships in Forestry and
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